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MUNICIPAL BANKKUPTCY 



FRIDAY, JUNE 30, 1939 

United States Senate, 
Subcommittee of the Committee on the Judiciary, 

Washington, D\ C. 

The subcommittee met at 10:30 a. m., in the committee room in the 
Capitol, Senator James H. Hughes (chairman) presiding. 

Present: Senators Hughes and Hatch. 

Present also: Senators Claude Pepper and Charles O. Andrews, 
and Representative Pat Cannon, of Florida. 

The subcommittee had under consideration H. R. 6505, "To 
amend an act entitled 'An act to establish a uniform system of bank- 
ruptcy throughout the United States/ approved July 1, 1898, and acts 
amendatory thereof and supplementary thereto," and also amend- 
ments intended to be proposed to said H. R. 6505, by Senator Andrews 
for himself and Senator Pepper. 

(The bill (H. R. 6505) and proposed amendments are as follows:) 

[H. R. 6505, 76th Cong., 1st sess.] 

AN ACT To amend an Act entitled "An Act to establish a uniform system of bankruptcy throughout 
the United States", approved July 1, 1898, and Acts amendatory thereof and supplementary thereto 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 83a of chapter IX of an Act entitled 
"An Act to establish a uniform system of bankruptcy throughout the "United 
States," approved July 1, 1898, as amended, be, and it is hereby, amended by 
inserting immediately after the first paragraph of said section 83a the following: 
"Wherever the petition seeks to effect a plan for the composition of obligations 
represented by securities, or evidences in any form of rights to payment, issued 
by the petitioner to defray the cost of local improvements and payable out of the 
proceeds of special assessments or special taxes levied by the petitioner, ijt shall 
be sufficient if the petitioner aver that the property liable for the payment <$f such 
securities, principal, and interest, is not of sufficient value to pay same, anjd that 
the accrued interest on such securities is past due and in default: and the list of 
creditors to be filed with such petition need contain only the known claimants 
of rights based on those securities evidencing the obligations sought to be composed 
under this chapter, and such list shall include separately the names and addresses 
of those creditors who have accepted the plan of composition. A list of the record 
ow T ners or holders of title, legal, or equitable, to any real estate involved |in the 
proceeding, shall also be filed with the petition, and such record owners or Iholder 
of title shall be notified in the manner provided in this section for creditors and 
be entitled to hearing by the court upon reasonable application therefor." 

Sec. 2. The provisions of this Act shall be deemed to be additional and cumu- 
lative and not in diminution of any of the powers conferred by the Act hereby 
amended. 



Senator Hughes. We will now hear any witnesses you have. 

Senator Pepper. I think probably the first witness will be Mr. 
Evans Crary. 

Mr. Crary, will you please first state your name and address^ and 
what your position in Florida is, and what your interest in this matter 
is. 

1 



2 MUNICIPAL BANKRUPTCY 

STATEMENT OF EVANS CRARY, STUART, FLA. 

Mr. Crary. My name is Evans Crary, and I reside in Stuart, Fla., 
where I engage in the practice of law. For the past 8 years I have been 
attorney for Martin County and the special districts therein which 
come under the jurisdiction of our county commissioners. I have 
also served as a member of the Florida Legislature from Martin 
County during the two biennial sessions immediately past. 

Several weeks ago 24 counties of Florida, vitally affected by matters 
in connection with the refunding of their bonded indebtedness, were 
represented at a meeting in Orlando, Fla., for the purpose of discussing 
recent adverse developments which seemingly will result in the default- 
ing of many issues of Florida county bonds. At that meeting a 
steering committee for such affected counties was appointed and I 
have been delegated by that body to represent them before you at 
this time to present this matter. 

During the period known as the Florida boom, that is to say about 
1924 through 1927, many Florida counties and districts overbonded 
and in the ensuing depression became unable to meet their obliga- 
tions under the terms of the original bond contracts. Subsequently 
these taxing units, consisting of counties, special taxing districts, 
and municipalities, in an honest desire to pay in accordance with the 
best of their abilities, entered into negotiations with bondholders for 
a reduction of interest rates and an extension of the dates of principal 
maturities. These adjustments were made in accordance with what 
was believed to be the maximum ability of each unit to pay such 
obligations. For instance, in my county of Martin the bonded debt 
of approximately $4,000,000 was refunded, the principal maturities 
were extended for a period of 30 years from the date of refunding, 
and the interest rates were cut from 6 percent to 2 percent for 2K 
years, and 5 percent for 10 years. In order to accomplish such 
refundings most of the taxing units entered into contracts with some 
fiscal agency experienced in this work and such agency attended to 
most of the details in connection with the legal proceedings and 
exchange of the refunding bonds for original bonds. The concern 
having the widest experience in acting as fiscal agent in the State of 
Florida in refunding operations is R. E. Crummer & Co., and on 
behalf of the steering committee of Florida counties affected, I have 
requested that agency to have present at this hearing representa- 
tives whose technical knowledge of the legal procedure and economic 
phases of the problem involved is better than that of any other persons 
available. It is requested that they be heard upon this subject 
in order that they may give a complete outline for the necessity for 
the passage of the amendments proposed by Senators Andrews and 
Pepper to H. R. 6505. Those persons are here today, and I would 
like to present them to the committee. 

I will make no attempt to cover any of the details further. How- 
ever, I wish to state that it is my opinion that unless this relief is 
afforded, a great many of the counties and districts of Florida involved 
in refunding operations will go into default almost immediately and a 
most chaotic condition will then exist. 

I therefore respectfully urge your favorable consideration of the 
proposed amendments. 

Senator Hughes. We will now hear Senator Slattery of Illinois. 
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STATEMENT OF HON. JAMES M. SLATTERY, A SENATOR IN CON- 
GRESS FROM THE STATE OF ILLINOIS 

Senator Slattery. I am here this morning at the instance of 
Henry P. Chandler, an attorney in Chicago, who is chairman of the 
municipal law section of the American Bar Association; and at the 
meeting of the municipal law section of the American Bar Association 
in Chicago Mr. Chandler was directed to prepare a bill for submission, 
whicMs this bill, H. R. 6505. 

I think the best explanation I can make of the purpose of the bill is 
to read from the letter of Mr. Chandler; in his letter he says: 

Chapter 9 (of the Bankruptcy Act) as it now stands provides for the composition 
of the indebtedness of municipalities in case of insolvency upon a petition filed on 
court by the municipality, the consent of the holders of two-thirds in amount of 
the obligations affected and the approval of the plan of composition by the court 
as fair and equitable. There are a number of States of which Illinois is one which 
provide for the payment of the cost of local improvements by special assessment 
and the issuance of special assessment bonds payable out of the proceeds of the 
special assessment which do not constitute debts of the municipalities. There are 
many situations in which it is desirable to arrange the composition when they are 
delinquent and there is no prospect of payment of the borlds in full because the 
full assessment cannot be collected. The States, because of the provisions of the 
Federal Constitution against the impairment of the obligation of contracts, cannot 
authorize the composition of such bonds except with the unanimous consent of the 
holders. This in practice makes it virtually impossible to arrange a composition 
on reasonable terms. Nearly always there are a small minority of bondholders 
affected who will refuse their assent to a plan desired by the bondholders generally, 
unless they are given a preferential treatment, which is plainly unjust. 

Chapter 9 of the Bankruptcy Act in its present form because of the language 
used referring to securities which are debts and to the municipalities invoking the 
act as insolvent seems not to apply to special-assessment bonds which are not debts 
and which the municipality may not be able to pay because of inability to collect 
the assessment, although it is entirely solvent in reference to its full faith and Credit 
obligations. The purpose of the amendment in H. R. 6505 is simply to make the 
general method of composition provided for in that chapter applicable to special 
assessment bonds. There seems no logical reason why the general method of com- 
position provided in the chapter should not apply to special assessment bonds. 

The Committee on the Judiciary of the House of Representatives took this 
view of the matter and in its report, No. 704, unanimously recommended the 
measure, which passed the House on June 5. Chapter 9 is limited by its terms 
to expire June 30, 1940. There are many cases of special assessments levied in 
the book times in Illinois which are hopelessly delinquent and information which 
has come to me indicates that this is true of other States. A reasonable method 
of composing the obligations issued against such assessments is very desirable in 
the interest of all parties concerned. The time within which such compositions 
may be effected before July 1, 1940, will be short at best, and I therefore trust 
that the Committee on the Judiciary will approve H. R. 6505, to the end that it 
may be enacted as soon as possible. 

And I received a telegram last evening, and a letter this morning, 
which I will read for the record. The telegram is dated June 29, 
and is addressed to James M. Slattery. 

I might say, Mr. Chairman, before I read these that I called Mr. 
Chandler's attention to the matter of the amendment offered by 
Senator Andrews and supported by Senator Pepper; and upon calling 
his attention to this amendment I received this telegram: 

I approve amendments reported by you, including parishes and limiting court 
jurisdiction to June 30, 1942. Engagements here prevent my attendance sub- 
committee hearing tomorrow morning and you may say for me that amendments 
referred to are acceptable. I appreciate your telegram and hope that committee 
will approve bill as amended. 

And I received this letter from Mr. Chandler this morning: 

My Dear Senator Slattery: I enclose by way of confirmation a copy of a 
telegram which I have sent in response to your telegram of this date. This will 



4 MUNICIPAL BANKRUPTCY 

confirm my statement that the amendments as I understand them from your 
statement in your telegram are entirely acceptable and I hs^f $o idea that the 
full text of the amendments which you have mailed will change the purport as 
indicated in your telegram. 

I appreciate your thoughtfulness in notifying me of the meeting of the subcom- 
mittee tomorrow morning and am sorry that my engagements here will prevent 
me from being present. I am sure, however, that the effect of the bill is clear to 
you and Senator Lucas. 

I have previously written Senator Ashurst, chairman of the Judiciary Com- 
mittee, a letter of which I enclose a copy for your information. I hope that the 
committee will act favorably upon the bill because I am sure that if enacted it 
will be a desirable addition to the present chapter IX of the Bankruptcy Act. 

Senator Pepper. You have examined this bill, H. R. 6505? 

Senator Slattery. Yes. 

Senator Pepper. And you think it meets the situation? 

Senator Slattery. I know it meets the particular situation in 
Illinois. 

Senator Pepper. Have you any other suggestions to make by way 
of amendment? 

Senator Slattery. None other than those shown in the letters and 
telegram. 

Senator Hughes. We will now hear the next witness. 

STATEMENT OF EARL D. FARR, PUNTA GORDA, FLA. 

Mr. Farr. My name is Earl D. Farr, and I am by profession a 
practicing attorney at law, being County Attorney for Charlotte 
County, Fla., having my residence at Punta Gorda in said State, of 
which I am a life-long resident. By virtue of the advantages of my 
profession in which I have been engaged for more than 16 years past, 
as well as representing my county in the official capacity named for 
the past 9 years, I am thoroughly familiar with the problems of that 
county and section. Then because of constant contacts with county 
attorneys and officials representing the other counties of Florida, 
I am generally well acquainted with their problems, there being such 
a similarity as to engage our common thoughts and conversations 
thereon. 

As Justice Cardozo in his splendid dissenting opinion in Ashton v. 
Cameron County Dist., 298 U. S. 533 (which was later adopted by the 
Court in the Bekins case, found in 304 U. S. 27-58; Sup. Ct. 811; 
82 Law. ed. 1137), said: 

What is true of Cameron County Water Improvement District No. 1 is true 
in essentials of thousands of other public corporations in widely scattered areas. 
The hearings by committees of the Congress before the passage of the statute 
exhibited in vivid fashion the breadth and depth of the mischief which the statute 
was designed to remedy. On the list, which was incomplete, were large cities 
as well as tinv districts ; many regions were included : 41 out of 48 States. Students 
of Government have estimated that as of January 1, 1933, out of securities to the 
extent of 14 billion issued by units smaller than the States, a billion were in default. 
The plight of the debtors was bad enough; that of the creditors was even worse. 

And then, continuing on page 534: 

Often the holders of the bonds to the extent of 90 percent or more were ready 
to scale down the obligations and put the debtor on its feet. A recalcitrant 
minority had capacity to block the plan. Nor was there hope for relief from 
statutes to be enacted bv the States. The Constitution prohibits the States 
from passing any law that will impir the obligation of existing contracts, and 
a State insolvency act is of no avail as to obligations of the debtor incurred before 
its passage. (Sturges v. Crowninshield, 4 Wheat. 122.) Relief must come from 
Congress if it is to come from anyone. 
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Since the passage of the amendment pemitting the composition 
of the obligations of these public corporations, splendid progress has 
been made, especially in Florida. So fast has been this progress that 
practically every major public corporation has already instituted 
some reasonable refunding plan in which the ability of the corpoation 
to pay is fairly considered with the result that the consent of a great 
majority of the corporation's bondholders has been readily and 
cheerfully given thereto, with the result that the creditor realizes that 
he will thereafter hold a liquid obligation of that corporation which 
such corporation can reasonably pay and at a rate averaging measur- 
ably greater than if the creditor's funds were now invested in the 
obligations of the United States Government. 

But unfortunately, there is always a recalcitrant minority — a 
minority which by devious means would, by their insistence upon 
preferential treatment, now threaten to upset the wonderful progress 
which has been made in Florida, and being successful there, would 
spread like the grasshopper — to other public corporations likewise 
involved and in which either complete relief has not been extended 
by the Congress or they were too late in their process to complete 
operations before the 1940 dead line now set by the present law. 

Nor is this a plea solely of the debtor. As recognized by Justice 
Cardozo, "The plight of the creditor is even worse"; for Florida bond- 
holders, lijke Florida land owners, are found in every State of this 
country. The problems of cities, districts, and counties are so closely 
related, one with the other, having the same taxpayers and the same 
lands to meet the ad valorem debt service charge, that the progress 
of all is seriously deterred by the failure of any one to substantially 
or completely settle its debt service responsibility fairly based on 
ability to pay. 

That counties, being political subdivisions of the State, are now the 
subject of the relief already afforded to the cities and other public 
corporations of the various States now seems well settled. Under the 
Bekins case, found in 304 U. S. 27 (58 Sup. Ct. 811 ; 82 Law. Ed. 1137), 
in which opinion, written by Chief Justice Hughes, all participating 
members of the Court, excepting two, concurred. 

The application of the composition plan to political corporations is 
no longer in the experimental stage but has been tried and found to 
be successful, fair, and equally beneficial to creditor and debtor alike. 
This being true, there seems no justifiable reason for not extending 
the benefit of the act to counties, in order that the remedy sought 
by the Congress in original amendments may be complete. Time to 
effect the desired ends is likewise necessary. Certainly, the Congress 
should complete the task which it has begun. 

Senator Hughes. We will now hear the next witness. 

STATEMENT OF HE WEN A. LASSETER, ORLANDO, FLA. 

Mr. Lasseter. My name is Hewen A. Lasseter, and I live in Or- 
lando, Fla. I am vice president of R. E. Crummer & Co., in charge 
of Florida operations and specifically in charge of debt readjustment 
operations involving Florida taxing units. 

Since 1930 my entire time has been spent in close association with 
the debt problems of Florida municipalities, having been Florida man- 
ager of the Brown-Crummer Co., of Wichita, Kans., until the forma- 
tion of R. E. Crummer & Co. in 1934, and having been in my present 
position since then. 

163450—39 2 
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Florida at one time owed a peak principal indebtedness of approxi- 
mately $500,000,000, and at the worst period interest and/or principal 
was in default on nearly 80 percent of this indebtedness. Through 
careful effort and close cooperation between creditor and debtor in- 
terests, a large portion of this default has been erased through volun- 
tary debt adjustments. Only in a few instances has any substantial 
creditor opposition to reasonable debt adjustment programs been in 
evidence. 

The company which I represent has been the professional agency 
through which approximately $120,000,000 of debt has been adjusted,, 
or through which debt adjustments are now being presented for public 
consideration. 

The holders of the securities involved in the programs with which 
the company has been associated reside in 40 States of the Union and 
number more than 7,500. Of these, many are banks, insurance com- 
panies, or fraternal orders offering insurance benefits; and it has been 
estimated that approximately 25 percent of the public debt of Florida 
taxing units is owned by insurance companies and fraternal orders. 

The purpose of my testimony is to support the request of repre- 
sentatives of Florida taxing units that the proposed amendments of 
H. R. 6505 be enacted into law. 

I would like to give complete statistics regarding all Florida taxing 
units, but this is impossible without many weeks of preparation,, 
which time and the present emergency do not permit. I will therefore 
confine my remarks to the projects concerning which figures are 
available in our office. 

I have prepared six charts which give pertinent figures regarding 
the current status of debt refunding operations with which my com- 
pany is associated. These charts will be filed with the committee 
for the record. 

(The charts referred to are as follows:) 

Chart No. 1 

Chart illustrating amount of Florida county indebtedness involved in partially com- 
pleted refunding programs. Present laws do not permit the involved counties r 
their taxpayers, and cooperating creditors to protect their settlements by proceedings 
under municipal bankruptcy act 



County 


Principal 
debt pro- 
posed to be 
refunded 


Amount un- 
exchanged 
June 8, 
1939 


Percentage 
exchanged 


Percentage- 
unex- 
changed 


Bay . - -- 


$2, 571, 000 
1, 481, 000 
1,511,000 

922, 000 

661,000 
1,733,000 

608,000 
1, 279, 000 

461, 100 
1, 456, 850 
2, 868, 000 
2, 083, 500 
3,840,000 

559,000 
4, 689, 000 
1, 678, 000 

689, 000 


$462,000 

165, 000 

5,000 

124,000 

286, 000 

155,000 

13,000 

16,000 

20,000 

61,300 

65,000 

8,500 

66,000 

167, 000 

100, 000 

70,000 

9,000 


Percent 

82.1 
88.9 
99.7 
86.6 
56.7 
91.1 
97.9 
98.8 
95.7 
95.8 
97.8 
99.6 
98.3 
70.2 
97.9 
95.9 
98.7 


Percent 
17.9* 


Charlotte _ - 


11.1 


Citrus --- - 


.3- 


DeSoto. _ - 


13.4 


Hardee . ._ .. 


43. 3 


Hernando . - 


8.9 


Highlands . - - -- -. ._ - 


2.1 


Hillsborough . 


1.2: 


Lake- - _. 


4.3 


Martin __ - 


4.2 


Monroe _ 


2.2 


Osceola. 


.4 


Pinellas- _ .. _._ - - 


1.7 


St. Lucie --_ 


•29. 8. 


Sarasota 


2.1 


Sumter 


4.1 


Union 


1.3; 






Total _ _ 


29, 092, 450 


1, 792, 800 


93.9 


6.L 
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It should be noted that the average participation on a voluntary basis is 93.9 
percent and the smallest percentage of participation (except one) is in excess of the 
66% percent necessary to obtain confirmation of a plan of composition if the 17 
counties should be permitted to have access to bankruptcy relief as proposed by 
the Andrews-Pepper amendment to H. R. 6505. As to the exception (Hardee 
County), sufficient consents have been obtained to raise the consenting percentage 
to 62% percent. 

It should also be noted that the chart deals only with projects in which R. E. 
Crummer & Co. is acting as refunding agent, and, therefore, is only partial as to all 
Florida issues. Other issues are in similar situation, but the facts relating thereto 
were not known at the time of the preparation of this chart. 

Chart No. 2 

Chart illustrating amount of Florida special road and bridge district indebtedness 
involved in partially completed refunding programs. Present laws permit these 
units to proceed under the Municipal Bankruptcy Act but the requirement that the 
actual written consent of the owners of the bonds issued under the voluntary program 
makes the relief ineffective because of the expense and time involved in obtaining 
the written consents 



County 


Special road and bridge district 


Principal 

debt 
proposed 

to be 
refunded 


Amount 

unex- 
changed, 
June 8, 1939 


Percent 
exchanged 


Percent 
unex- 
changed, 
June 8, 1939 


DeSoto 


No. 2 

No. 1 

Mo. 2 

No. 3 

No. 6 .. ._ 


$96, 000 

80, 000 

190, 000 

118,000 

94, 000 

362, 000 

1, 201, 000 

879, 000 

268, 000 

366, 000 

64, 000 

822, 000 

611, 000 

291,000 

537, 500 

670, 000 

1, 186, 500 

1, 104, 500 

975, 000 

53, 500 

64, 000 

63, 000 

200, 000 

706, 500 

275, 000 

630, 000 

45,000 

950, 000 

19, 000 

635, 000 

202, 000 

751, 000 

274,000 

338, 000 

899, 000 

135,000 


$34, 000 

13, 500 

26, 000 

27, 000 

9,000 

38, 000 

299, 000 

338, 000 

43, 000 

118,000 

8,000 

29, 000 

4,000 

500 

11,000 

1,000 

3, 000 

29, 000 

25, 000 

14,000 

32, 000 

15, 000 

82,000 

5,000 

3,000 

1,000 

1,000 

4,000 

8,000 

296, 000 

1,000 

32, 000 

6,000 

11, 000 

4,000 

8,000 


64.6 

83.2 

86.4 

77.2 

90.5 

89.6 

75.2 

61.5 

84.0 

67.8 

87.5 

96.5 

99.4 

99.9 

98 

99.9 

99.8 

97.4 

97.5 

73.9 

50.0 

76.2 

59.0 

99.3 

99.0 

99.9 

97.8 

99.6 

57.9 

53.4 

99.6 

95.8 

97.9 

96.8 

99.6 

94.1 


35. 4 


Hardee 


16.8 
13.6 
22.8 
9.5 


Hillsborough 

Indian River 


No. 3 

No. 5 

No. 6 

No. 7 

No. 4 

Wabasso Bridge.. .. . . ... . 


10.4 
24.8 
38.5 
16.0 
32.2 
12.5 




Atlantic-Gulf 


3.5 


Lake 


No. 1 

V . 2 


.6 




.1 




No. 6 

No. 7 

No. 8 . 


.2 
.1 
.2 




No. 9 


2.6 




No. 10 


2.5 


Martin. ._ 


No. 4 _ . . 


26.1 




No. 12 


50.0 




No. 16 


23.8 




No. 18.. 


41.0 


Pasco 


Highlands 


.7 




Gulf 


1.0 


Pinellos 


No. 3. . 


.1 




No. 5 


2.2 




No. 6 


.4 


St. Lucie 


No. 3 


42.1 




No. 5 


46.6 


Volusia 


Orange City-Enterprise 


.4 




DeLand-Lake Helen _. 


4.2 




Daytona Beach ._ 


2.1 




Halifax 


3.2 




Turnbull 


.4 




New Smyrna • 


5.9 








Total 


16, 158, 500 


1, 579, 000 


90.3 


9.7 









It should be noted that the average participation on a voluntary basis is 90.3 
percent and in only 5 projects out of the 36 is the percentage less than th0 66% 
percent necessary to obtain confirmation of a plan of composition in bankruptcy, 
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if written consent could be obtained or if the actual exchanges could be accepted 
as evidences of consent as proposed by the Andrews-Pepper amendment to H. R. 
6505. 

It should also be noted that the chart deals only with projects in which R. E. 
Crummer & Co. is acting as refunding agent, and, therefore, is only partial as to 
all Florida issues. Other issues are in similar situation but the facts relating 
thereto were not known at the time of the preparation of this chart. 

Chart No. 3 

Chart illustrating the communities in Florida which are now availing themselves of 
the Municipal Bankruptcy Act, their plans of composition having been initiated late 
enough to file petitions in bankruptcy before bonds were exchanged under the 
refunding programs 



Taxing unit 



City of Arcadia 

City of Avon Park- 
City of Fort Pierce. 
City of Haines City 
City of Inverness., . 
City of Melbourne- 
City of Vero Beach- 
City of Wauchula.. 

Total 



Amount of 
debt pro- 
posed to be 
refunded 



$1, 604, 000 
867, 500 

2, 605, 000 
675, 000 
447, 000 
684, 000 

1, 375, 500 
970, 000 



8, 288, 000 



Bankruptcy 
proceeding; 
instituted 



Yes. 

Do. 

Do. 

Do. 
Planned. 

Do. 
Yes. 
Planned. 



It should be noted that the above list is only partial, additional information not 
being available regarding other taxing units in Florida in similar position at the 
time of the preparation of this chart. It should also be noted that the amount 
of nonassenting indebtedness is not given because under the bankruptcy pro- 
ceedings if the consent of the holders of 66% of the indebtedness is obtained, the 
remainder of the indebtedness must participate, and, therefore, a 100-percent 
participation may be assumed. 

Chart No. 4 

Chart illustrating taxing units which have refunding programs in progress and 
which have need of provisions included in the proposed Andrews-Pepper amend- 
ment to H. R. 6505 to the intent of the volume of indicating nonassenting indebted- 
ness, none of said units having had ready access to the present law because of legal 
or practical limitations of the act 



Taxing unit 



City of Bartow 

Charlotte County (courthouse indebtedness) 

City of Cocoa 

Dade County special tax school districts 

Dade County Board of Public Instructions 

City of Dade City 

De Soto County special road and bridge district No. 4 

Fort Pierce port district 

Hardee County special road and bridge district No. 16 

Hillsborough County special road and bridge district No. 8 

City of Key West 

Lake County (county-wide debt except for roads) 

Lake County special tax school districts 

City of Lees burg 

Monroe County special tax school districts 

City of New Smyrna 

Okeechobee County 

i Okeechobee County has only recently releaseda printed prospectus of its refunding program, and, while 
a substantial volume of the indebtedness has informally indicated approval thereof, formal consents are not 
available in any appreciable amount. Active oppostiion of one creditor account indicates the necessity of 
the bankruptcy relief proposed by the Andrews-Pepper amendment. 



Amount 
of debt 
proposed 
to be re- 
funded 



$1, 222, 000 
179, 000 
716, 000 

7, 670, 000 
502, 000 
399, 000 
163, 000 

1, 607, 000 
159.000 
72, 000 

1, 197, 000 
248, 000 

1, 079, 000 

1, 238, 000 
259, 000 
834, 500 

1, 059, 000 



Amount 
nonassent- 
ing, May 

31. 1939 



$46,000 

8,000 

76,000 

68,000 

13, 000 

51,000 

59,500 

45,000 

40,000 

72,000 

416,000 

31,000 

500 

116,000 

None 

None 

0) 
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Chart illustrating taxing units which have refunding programs in progress and 
which have need of provisions included in the proposed Andrews-Pepper a\m end- 
ment to H. R. 6505 to the intent of the volume of indicated nonassenting indebtness 
none of said units having had ready access to the present law because of legal or 
practical limitations of the act — Continued 



Taxing unit 



Amount 
of debt 
proposed 
to be re- 
funded 



Amount 

nohassent- 

injer, May 

31, 1939 



City of Ormond 

Palm Beach County Board of Public Instruction 

Port of Palm Beach district 

Pasco County school bonds 

Pinellos County (county wide debt except for roads) 

PinellosCounty special tax school district ..___-____ 

City of San Antonio 

Sarasota County (countywide debt except for roads) 

St. Lucie County special road and bridge district No. 2 

St. Lucie Inlet district- 

Suwannee County Board of Public Instruction 

Volusia County special tax school districts 

Citv of Winter Haven 

City of Zephyhills .... 

Total 



590,000 
478, 000 
127.000 
330, 500 
410, 000 
064, 250 

57, 000 
461, 000 

29, 000 
227, 000 
102,000 
876, 000 
957. 666 
14$ 500 



34, 362, 416 



5, 000 
66, 000 
51,000 
10, 500 

2,000 
264,000 
57, 000 
13, 000 
29.000 
53. 000 
41 : 000 
: 29,000 
64, 000 
30,000 



L 756. 500 



It should be noted that the above chart is not complete as to all issues of 
Florida bonds in the defined classification. Many other issues are in similar 
position, but accurate information relating thereto was not available at the time 
of the preparation of this chart. 

Chart No. 5 

Chart illustrating the amount of county-wide and special road and bridge district 
indebtedness of Florida which has been 100 percent refunded by voluntary bond- 
holder cooperation in plans of composition without resort to bankruptcy . 





Designation (special road and bridge district 
designated county-wide) 


Amount in refunding 
program 


County 


County- wide 


Road and 
bridge dis- 
trict 


Hernando ... . 


Jersey Kilpatrick. _ 




$30, 000 
31,000 

170,000 
18 000 


Highlands 


No. 1 




Lake 


No. 3 






No. 5 






No. 14 




510 000 




No. 15 . 




ill 000 


Osceola. . _. 


No. 2 




121 000 


Pasco 


No. 4 

Count v-widc... . ... . 


""$1," 765," 000 


55, 000 




No. l.._ 


245, 000 
100, 000 
274, 000 
451,000 
346, 000 
1514, Q0» 
65 000 


Pinellas 


No. l 

No. 2 . 






No. 4 . 






No. 7 






No. 8 






No. 9 . 

No. 11 . 








900, 00> 
1,351,09> 




No. 13 




Seminole.. . 




2, 23S, 000 


Sumter 


No. 2 


34, 000' 
71 000 




No. 5 






No. 6 




120,000' 
!>7,090' 

116,000 
28, 000 

$70, 000 
1,712,000 


Volusia ... 


Orange Citv-Lako Helen . 






DeLeon Springs-Seville 






DeLeon Springs-Glenwood-. . 






North E nd Road 






Ocean shore improvement . 










Total. . . ._ 


4, 003, 000 


7, 819, 000 
4, 003, 000 










Grand total 




11,822,000 




J 
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It should be noted that the chart deals only with projects in which R. E. 
Crummer & Co. is acting as refunding agent, and, therefore, is only partial as to- 
all Florida issues. Other issues are probably in similar situation, but the facts 
relating thereto were not known at the time of the preparation of this chart. 
The above results were obtained without benefit of bankruptcy action; but the 
issues identified will be favorably affected by the adoption of the proposed An- 
drews-Pepper amendment to H. R. 6505 because a default in Florida issues 
generally will impair the credit of the issues which are 100 percent exchanged. 

Chart No. 6 

Chart illustrating the amount of Florida special road and bridge district indebtedness 
which has been involved in proceedings under the Municipal Bankruptcy Act 



County 


Special road and bridge district 


Amount of 
debt pro- 
posed to be 
refunded 


Hardee _. 


No. 7 


$211, 000 







It should be noted that only one issue of bonds, involving only $211,000 of 
principal indebtedness has been involved in proceedings under the Municipal 
Bankruptcy Act. This is due to the fact that (a) debt settlements in special road 
and bridge district issues had progressed to the point of exchange in most instances 
before the Municipal Bankruptcy Act was enacted; and (2), until the decision of 
the Florida Supreme Court in the case of State of Florida ex rel Richard W. Massey, 
the special road and bridge districts were able to protect themselves reasonably 
well from legal attack from nonassenting creditors. 

And parenthetically, in connection with Senator Slattery's testi- 
mony where he said it was impossible to obtain 100 percent of con- 
sents, I want to call attention to the fact that in more than $100,- 
000,000 of operations, in about $8,200,000 there has been 100 percent 
cooperation. 

Senator Hughes. That is about 10 percent? 

Mr. Lasseter. Yes. The important fact for the committee to 
note is the universal voluntary approval given these debt-adjustment 
programs by creditors. 

Chart No. 1 confines itself to that portion of the proposed amend- 
ment which allows bankruptcy privileges to counties. Out of 
$29,000,000 of indebtedness involved in readjustment programs, the 
holders of only $1,792,800 of principal indebtedness have not agreed 
to the terms. It thus appears that the terms are unacceptable to 
only 6.1 percent of the indebtedness affected by the plans. Yet the 
volume of accumulated default in this 6.1 percent is large enough in 
many cases to force defaults in the readjusted debt, in which event 
the holders of the 93.9 percent of the debt and the taxpayers of the 
particular counties will suffer a return to the conditions which existed 
prior to the accomplishment of the readjustments. It has been 
explained that this is a problem which has arisen because of court 
decisions during the last few weeks. 

Chart No. 2 confines itself to that portion of the proposed amend- 
ment which allows bankruptcy proceedings to be instituted without 
written consents, provided that higher evidence of consent has been 
obtained, namely, an actual participation in a plan of composition 
by acceptance of the securities offered thereunder. It is noted that 
of the $16,000,000 road and bridge district indebtedness in units 
which can proceed under the bankruptcy laws as they exist at present, 
the holders of 90.3 percent thereof voluntarily accepted terms of 
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set#ei&&nfc. It should -also be noted that in all except 5 of the 36 
projects petitions in bankruptcy could be filed immediately because 
the necessary 66% percent of consents would be available, if the 
acceptance of securities offered by the plan might be considered as the 
required consents under the bankruptcy proceedings, as proposed by 
the amendments. 

Chart No. 3 merely lists taxing units owing $8,228,000 which have 
actually filed petitions in bankruptcy. 

Chart No. 4 lists taxing units owing $34,362,416, of which creditors 
owning all but $1,756,500 have agreed to accept the readjustment 
terms. Each of these taxing units will be able to file petitions in 
bankruptcy with a maximum of benefit to itself and cooperating 
creditors and $ pinimum of eflfort and cost if the proposed amendment 
is adopted. The only exception is in those few instances in which 
the volume of unexchanged indebtedness is less than 66 % percent of 
the total. 

Chart No. 5 illustrates the taxing units which have received co- 
operation from 100 percent of their creditors through voluntary 
cooperation. It will be noted that the aggregate indebtedness in this 
class is $11,822,000. 

The indebtedness primarily involved in the presentation today is in 
the road and bridge classification, as this is the only indebtedness 
affected by the recent court decisions referred to. It is significant to 
note that only one taxing unit in this classification owing only $211,000 
has instituted bankruptcy proceedings. This is because the adjust- 
ments in this type of indebtedness had proceeded too far to permit of 
economical handling under present laws. The proposed amendments 
will correct this situation. The one taxing unit involved is illustrated 
by chart No. 6. 

I invite any questions which might throw more light on the situation 
in Florida sought to be corrected by the amendment. 

Senator Hughes. As I understand, in Florida a number of compo- 
sitions have been effected and you have proceeded far enough to issue 
refunding bonds and deliver them to consenting bondholders. That is 
one of your problems. And if a new proceeding could be had now you 
would be able to produce evidence of that without going through the 
procedure of hunting them up; because in this new procedure the 
fact that they have accepted the refunding bonds in lieu of their old 
bonds would be the evidence under this law that would be a compliance 
with the terms of the bankruptcy law. 

Senator Slatterx. That is correct. You will recall that the amend- 
ment that we offered last year, which was approved by the subcom- 
mittee, provided that where there had been a plan of composition, or 
where there had been a refunding plan and where refunding bonds had 
actually been accepted by certain creditors, then those creditors who 
had accepted such refunding bonds, upon giving their written consent 
thereto, could be considered as among the requisite percentage of 
petitioning creditors that would give jurisdiction under the bank- 
ruptcy act. 

Under that amendment, which did do considerable good, they found, 
however, a good deal of difficulty in locating the bondholders inJ the 
first place, so that they could get the consent from them; and that 
required a protracted period of time and a great deal of effort. 

So that the two objectives sought to be accomplished by this bill 
are these: 
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The first is to -give these particular debtors the opportunity to 
come under the beneficent provisions of this Municipal Bankruptcy 
Act. - i 

The second is to make it so that, where creditors have actually 
accepted refunding bonds and physical delivery of those bonds has 
been made to those creditors — that that fact shall be taken by the 
court as such evidence of the consent of those creditors to that par- 
ticular refunding plan that they may be counted among the requisite 
number of creditors to give the court jurisdiction on the theory that 
the best evidence that they did consent to that plan is the fact that 
they actually accepted the refunding bonds. 

Senator Hughes. The plan you propose is substantially the same 
as the plan under which the refunding bonds were issued and delivered? 

Senator Slattery. That is right. 

Senator Hatch. Mr. Chairman, my engagements compel me to 
leave at this time. I want to be recorded as in favor of the amend- 
ment. I will vote for it. 

Mr. Lasseter. There is one point I would like to leave with the 
committee, Mr. Chairman, in addition to what I have said; That these 
millions of dollars of securities set forth in these charts have merely 
been affected by the emergency that exists today; and the necessity 
for simplified procedure means the cooperation of taxpayers and 
creditors to the extent of hundreds of thousands of dollars, as against 
waiting for many months under existing procedure which the normal 
routine of the courts would require. 

Senator Pepper. Mr. Chairman, we have here this morning Mr. 
Robert J. Pleus, who is very well informed on this subject, because he 
was for many years assistant attorney general of Florida and has had 
in mind the whole bond problem of the State, and the whole bond 
problem generally. So that I suggest that Mr. Pleus make an ex- 
planatory statement of what the object of this amendment is. 

Senator Hughes. Very well. 

STATEMENT OF ROBERT J. PLEUS, ORLANDO, FLA. 

Mr. Pleus. The amendments suggested by Senators Andrews 
and Pepper are briefly to this effect: 

First: Extending the now effective date of chapter IX of the Bank- 
ruptcy Act of June 30, 1940, to June 30, 1942, a period of 2 years. 
Chapter IX under its present terms expires June 30, 1940; the amend- 
ment will extend it to June 30, 1942. There is no question about the 
legality of such an extension. 

Senator Pepper. What is chapter IX? 

Mr. Pleus. The Municipal Bankruptcy Act. You will remember 
that chapter IX was changed by the Chandler Act. 

The purpose of the extension of the expiration date — and personally, 
I feel that the expiration date ought to be eliminated entirely — is 
because having an effective expiration date tends to coerce the taxing 
units, on the one hand, to submit to unfavorable terms of settlement 
because of an early deadline, or it tends, on the other hand, to coerce 
cooperative creditors to accept unwarranted terms of settlement 
because of fear that a more favorable settlement might not be effective 
with bankruptcy protection after the deadline. 

Senator Hughes. Have you any information as to why a limitation 
was put on it at all? 
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Mr, Pleus. I believe the original act, which was declared uncon- 
constitutional in the Ashton case, put in a deadline as a sort of pro- 
tective measure, thinking that it would be considered merely ajs an 
emergency measure for a limited space of time, and it might lea4 the 
court to look with a more favorable eye on its constitutionality. 
Since the Bekins case, I think we can believe that is not necessaify. 

Senator Hughes. Yes. t \ 

Mr. Pleus. The second amendment will make practically effective 
and operative subsection (j) of section 83, as added by the act of 
June 22, 1938, with reference to permitting partially completed $lans 
of composition which have proceeded on a basis of voluntary coopera- 
tion, to be more easily protected for taxpayers and security holders 
alike through bankruptcy proceedings. Subsection (j) was addqd to> 
remedy the holding in the case of In Re City of West Palm Beach 
(96 F. (2) 85 (C. C. A. 5)). That case held that chapter IX as orig- 
inally enacted did not permit the ascertainment of the requisite per- 
centage of consents to be computed by including those creditors who 
had voluntarily accepted the plan and allowed it to be partially com- 
pleted. The theory of this amendment was and is absolutely sound, 
because of the absolute necessity for bankruptcy protection in pro- 
ceeding with a plan of composition voluntarily carried forward to 
partial completion at a time when such protection was either not 
available or thought to be unnecessary. However, in actual practice 
this amendment has revealed the vital defect of requiring written 
consents to be obtained from the holders of the refunding securities 
issued under the plan. Immediately that the securities are issued 
the begin to circulate and, in many instances, the time, labor, and 
expense to ascertain the holders and secure their written consents 
make it virtually impossible. Thus it is that the city of Sanford, 
Fla., spent 9 months and many hundreds of dollars to secure such 
written consents and the city of West Palm Beach is now, more than 
a year after the passage of subsection (j) at last ready with the req- 
uisite written consents. 

The Andrews-Pepper amendments to this subsection will merely 
provide that the proof of the delivery of such refunding securities for 
the evidences of indebtedness covered by a plan partially co'mpl^ted 
shall be deemed to constitute such written consent. Thus the accept- 
ance of the refunding security issued under the plan of composition, 
which is the highest form of consent to such plan, is taken byi the 
court to evidence such consent without a further written instrunjient 
which could only be in ratification of such prior conseiit. Thus! the 
taxing unit as petitioner will be able to proceed with the utitiost 
dispatch and at the least possible cost. 

The second of the amendments offered by Senators Andrews and 
Pepper to said subsection (j) will preclude a denial of confirmation 
of a therefotore partially completed plan of composition merely be- 
cause there may be an immaterial variance between the original J)lan 
and the plan submitted for confirmation. However, all creditors 
are protected, because the terms of the plan submitted for confirma- 
tion must be not less favorable to the creditors than the terms of the 
original plan. Thus the possibility of bankruptcy protection b0ing 
lost following the partial completion of a plan merely because there 
may have to be technical and inconsequential modifications of the 
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original plan made is obviated; but the therefore nonassenting mi- 
nority may not complain of such inconsequential variance so long as 
the terms submitted to them are not less favorable than the terms 
voluntarily accepted by the majority. 

The third amendment is the inclusion of counties or parishes among 
the local governmental agencies which may voluntarily invoke the 
provisions of chapter IX. 

The critical condition requiring this particular amendment, which 
in Florida alon N e involves approximately $127,000,000 in its outstand- 
ing road and bridge bond indebtedness, was precipitated by the 
following train of circumstances: 

From the time of the creation of the State board of administration 
(which administers the interest and sinking funds for the road and 
bridge bonds of Florida), it has been consistently believed, and so 
held by the administrative rulings, that (1) there is authoritv in the 
unit which issues refunding bonds under the General Refunding Act 
of 1931, to set up and maintain a separate independent interest and 
sinking fund solely for the support of refunding bonds; (2) ad valorem 
tax levies may be made for, and supplemental noncontractual revenues 
appropriated to, such independent interest and sinking fund; and (3) 
such fund is thereby earmarked solely for the interest and sinking 
fund of the refunding bonds and is thus immune from legal attack 
at the instance of holders of bonds of any other issue, but is subject to 
disbursement by the board of administration solely for the refunding 
bonds. The refunding bonds were lower interest rate obligations in 
nearly all instances. 

On April 23, 1939, the Supreme Court of Florida, in the case of 
Cone v. State ex rel. Massey, involving securities of Martin County, 
allowed recovery by a holder of 6-percent original obligations out of 
the independent interest and sinking fund theretofore established for 
the 2-percent compromise refunding bonds. A petition for rehearing 
was filed immediately; but on May 25, 1939, the Supreme Court 
denied the rehearing and based its final opinion upon a lack of statu- 
tory authority to make such earmarked levy and appropriation. 
However, contrary to the original opinion, it confined such holding 
solely to county and special road and bridge district bond issues, the 
interest and sinking funds of which are administered by the State 
board of administration, holding the rule inapplicable to municipalities 
or other units. 

The Legislature of Florida being in session, prompt measures were 
taken to remedy the chaotic condition presented by this surprise 
decision, and these resulted in the passage of House bill 902 (known 
as the Crary bill), which granted the statutory authority the supreme 
court had held was theretofore lacking. This bill passed the Florida 
House with two dissenting votes, and the senate by unanimous vote. 
Unfortunately, the bill was delayed in the senate finance and taxation 
committee for such length of time that it reached the Governor's 
office for consideration only 4 days prior to the adjournment of the 
legislature, and he vetoed the bill 10 days after the session adjourned. 
Because of the delay in passage, the legislature having adjourned, 
there was no opportunity to pass the bill over the veto. 

Following the decision in the Massey case, the State board of admin- 
istration requested a ruling from the attorney general as to the scope 
of such decision. The attorney general responded to this request by 
his formal written opinion. I have the request and the opinion here, 
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and will submit them for the record, marking them, respectively, 
"Exhibit A" and "Exhibit B". 

(The communications referred to are as follows:) 

Exhibit A 

State of Florida, 
Office of State Treasure^, 

Tallahassee, June 23,1939. 
Hon. George Cooper Gibbs, 

Attorney General, Capitol. 
Dear Judge Gibbs: The State board of administration is desirous of having 
an expression of your opinion and interpretation of the decision of the Florida 
Supreme Court, recently announced in the Massey case, as it affects thd money 
in the hands of this board for disbursement. 

For example, in the case of one county the clerk, circuit court, has furnished the 
board of administration a certified statement that, with respect to the county- 
wide and certain stated special district road and bridge bond issues, there no 
longer remain outstanding any of the bonds or coupons of the original ijssues as 
all have been paid or surrendered in exchange for bonds of the new refunding 
issues. There are sufficient funds in Kanner bill account for the county-\^ide and 
respective special districts stated for the payment of the semiannual interest 
coupons due July 1, 1939, on the new refunding bonds. The county commissioners 
have furnished certified copy of a resolution in the usual form requesting the board 
of administration to transfer a sufficient amount of gasoline tax money from the 
Kanner bill account to the interest and sinking-fund account and to rerbit such 
money to the designated paying bank for the payment of the currently n^aturing 
interest coupons. Under these circumstances may the board of administration 
authorize the transfer and remittance of the money for the purpose indicated? 

With respect to special road and bridge district No. 8 of this same county, the 
certified statement furnished by the clerk, circuit court, shows that there are 
$7,000 unmatured bonds of the original issue still outstanding which have not 
been surrendered in exchange for the new refunding bonds, and that: 

Interest coupons past due and maturing July 1, 1939, on old bonds $2, 280. 00 

Interest coupons No. 9 due July 1, 1939, on new refunding bonds 1, 755. 00 

Total of items past due and those maturing July 1, 1939 4, 035. 00 

Special road and bridge district No. 8 balances June 23, 1939: 

Interest and sinking-fund account 446. 09 

Kanner bill account 9> 448. 45 

The total on hand is sufficient to pay all past-due and currently 

maturing items of old and new issues if made available 9» 894. 54 

Resolution of the county commissioners authorizes and requests the board of 
administration to transfer necessary amount of gasoline-tax money from; Kanner 
bill account to interest-and sinking-fund account and remit to paying bank for 
interest coupons due July 1, 1939 on new refunding bonds. That resolution does 
not authorize transfer of gasoline-tax money for payment of interest due on old 
bonds. 

1. May the board of administration transfer and remit for payment of interest 
coupons due July 1, 1939, on the new refunding bonds of special road and bridge 
district No. 8? 

2. May the board of administration reserve an amount sufficient to jpay the 
past due and currently maturing coupons on the old bonds instead of remitting 
the money to the paying bank, and remit other money to the paying bank for 
paying currently maturing interest on the new refunding bonds? 

With respect to special road and bridge district No. 10 of this same county, 
the certified statement of the clerk, circuit court hows $15,000 bonds of the 
original issues still outstanding which have not been surrendered in exchange for 
the new refunding bonds, and that: 

Past due bond principal $11, 000. 00 

Interest coupons on old bonds past due and maturing July 1, 1939- 2, 370. 00 
Interest coupons due July 1, 1939, on new refunding bonds 2, 520. 00 

15,890 00 
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Special R. & B. District No. 10, June 23, 1939: 

Interest and sinking fund account $644. 58 

Kanner bill account 8, 810. 92 

The total on hand to credit of this district, even if made avail- 
able, is not sufficient to pay all past due and currently 
maturing items of both old and new issues 9, 455. 50 

Resolution of the county commissioners authorizes and requests the board of 
administration to transfer necessary amount of gasoline tax money from Kanner 
bill account to interest and sinking fund account and remit to paying bank for 
interest coupons due July 1, 1939, on new refunding bonds. iTnat resolution 
does not authorize transfer of gasoline tax money for payment of interest or 
principal on old bonds. 

3. May the board of administration transfer and remit for payment of interest 
coupons due July 1, 1939, on the new refunding bonds of special road and bridge 
district No. 10? 

4. As show T n above, district No. 10 has enough money if transfer from Kanner 
bill account is authorized to pay all past due and currently maturing interest 
coupons on both old and new bonds, but not enough to pay both interest coupons 
and past due bonds. In a situation like this, may the board of administration 
reserve enough money to pay the past due and currently maturing coupons on 
the old bonds instead of remitting the money to the paying bank, and remit 
other available money to the paying bank for paying coupons due July 1, 1939, 
on the new refunding bonds? 

5. The old bonds bear 6-percent interest (semiannual coupons, $30) and the 
new refunding bonds now bear 4}£-percent interest (coupons, $22.50). Therefore, 
in order that the holders of the old bonds may be paid interest on their bond at 
the same rate as it is being paid on the new refunding bonds, may the board of 
administration — 

A. Either make payments at treasurer's office or remit funds to the paying 
bank with instructions to pay the old $30 coupons at the new refunding rate of 
$22.50 per coupon upon surrender of the old coupons for the smaller amount? 

B. Either make payments at the treasurer's office or remit funds to the paying 
bank with instructions to pay $22.50 on each old coupon presented and endorse 
such payment on the coupon and return it to the owner as evidence of the re- 
mainder due him? 

C. Either make payments at the treasurer's office or remit funds to the paying 
bank with instructions to pay $22.50 on each old coupon presented, and deliver 
to the owner script or a certificate to be issued by the district evidencing the 
remainder due on the original coupon? (This procedure to be followed only if 
the county commissioners should furnish the script or certificates for that purpose.) 

6. May the board of administration remit funds to the paying bank with 
instructions to pay the interest coupons due July 1, 1939, on the old bonds and 
on the new refunding bonds of district No. 10 while there are unpaid coupons 
and bonds of prior maturities of the old issues of this district? 

7. Is it the mandatory duty of the board of administration to remit money 
to the paying bank for full face value of all past due coupons and currently 
maturing coupons on the old bonds simultaneously with remittance for payment 
of currently maturing coupons on the new refunding; bonds? 

8. In a situation like district No. 10 where there is enough money, if transfer is 
authorized, to pay all past due and currently maturing coupons on old and new 
bonds, but not enough to also pay principal of past due bonds, and if in your 
opinion the answer to question 7 is in the affirmative, would it also be mandatory 
upon the board of administration to remit funds for paying past due and cur- 
rently maturing principal of old bonds simultaneously with remittance for paying 
interest on new refunding bonds? 

As these questions involve large sums of money applicable to the payments of 
July 1, 1939, principal and interest maturities of many of the counties, your 
reply at as early a date as possible will be sincerely appreciated. 
Yours very truly, 

W. V. Knott, State Treasurer. 
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Exhibit B 

State of Florida, 
Office of the Attorney General, 

Tallahassee, June 23, 1939. 
Re Board of administration, duties of the board with respect to payment of 

interest and principal on refunding and original bonds. 
Hon. W. V. Knott, 

State Treasurer, as County Treasurer Ex Officio, the Capitol. 

Dear Mr. Knott: This is in reply to your letter of June 23, 1939, requesting 
instructions as to the duties of the board with respect to the disbursement of funds 
under certain factual conditions stated therein. 

It seems clear that in a county or district where all original bonds have been 
surrendered and exchanged for refunding bonds, that funds in the Kanner bill 
account may be transferred to the interest and sinking fund, and remitted to the 
paying agent to pay presently accruing interest on refunding bonds, pursuant to 
resolution of the county commissioners requesting that this action be taken. 

From the statement contained in your letter showing the requirements of dis- 
trict No. 8 and the existing balances, I am of the opinion that the board of admin- 
istration would not be authorized to comply with a resolution of the county 
requesting the transfer of sufficient funds from the Kanner bill account to the 
interest and sinking fund, to pay the currently accruing interest on the issue of 
refunding bonds. Such a resolution makes no provision for the interest on the 
unrefunded bonds. I am of the opinion that your first question with respect to 
district No. 5 should be answered in the negative. 

Answering your second question regarding district No. 8, I beg to advise that 
if the county commissioners were to pass a resolution authorizing the transfer 
of sufficient funds to pay past due and currently maturing coupons on the old 
bonds, together with presently accruing interest on the refunding bonds, I am 
of the opinion that the board of administration would be authorized to remit 
both amounts to the paying agent. The statute contemplates that applicable 
available funds will be remitted to the paying agent prior to the maturity date. 
If the paying agent is no longer in existence, or if there is reason to believe that 
the coupons will not be presented for payment at the paying bank, the board would 
be justified in setting aside the funds for the payment of these coupons for that 
purpose. In the absence of unusual circumstances, the board's statutory duty 
is to remit the funds to the paying agent. 

From your statement with respect to district No. 10, it appears that combined 
funds in the sinking fund and in the Kanner bill account are insufficient to pay 
in full past due principal, past due interest on original bonds, and current interest 
and refunding bonds. The county has asked that sufficient funds be transferred 
from the Kanner bill account to pay accruing interest on the refunding bonds. 

Your third and fourth questions are substantially the same as to district No. 
10, as your first and second questions were with respect to district No. 8, and 
should be answered in the same way. The presence of past due principal would 
not justify action being taken which was not deemed proper where no past due 
principal existed. 

Replying to the first part of the fifth question, as to whether or not the board 
would be justified in making available interest at the refunding rate to holders 
of interest coupons at the original rate, upon complete surrender of the entire 
coupon, I am of the opinion that such action is not authorized on the part of the 
board of administration. 

Replying to the second part of the fifth question, I am of the opinion that 
interest at the refunding rate can be made available to the holders of original 
interest coupons, upon endorsement of the coupon with the amount paid thereon. 

Replying to the third part of the fifth question, I know of no authority by which 
the county would be authorized to issue scrip to take the place of the unpaid part 
of any interest coupon upon which a partial payment was made. 

In reply to your sixth question, I am of the opinion that where available funds 
are insufficient to pay currently accruing interest on refunding and original bonds, 
and also past due interest on original bonds, the board of administration may, in 
the exercise of its discretionary power to minimize defaults, apply the available 
funds to the payment of current interest on the refunding and original bonds. 

Your seventh question asks if it is the mandatory duty of the board to simul- 
taneously remit funds for the payment, at face value, of all past due coupons 
and currently maturing coupons from original bonds at the time remittance is 
made for currently maturing coupons on refunding bonds. If ample funds are 
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available, this question should be answered in the affirmative. Where ample 
funds are not available, the answer to this question is covered in my answer to 
questions 5 and 6. 

Your eighth question asks to be advised as to whether or not past due prin- 
cipal must be paid simultaneously with past due and presently accruing interest. 
I am of the opinion that if ample funds are available for the payment of all past 
due and presently accruing obligations, both principal and interest, the board of 
administration should take the necessary steps to pay same. If sufficient funds 
are not available for this purpose, past due and currently accruing interest may 
be paid in preference to past due principal. 
Very truly yours, 

George Couper Gibbs, 

Attorney General. 

Mr. Pleus. The effect of this ruling of the attorney general is to 
place the unrefunded original securities in a preferential position to 
the extent of their full original interest rates, and to preclude the 
payment of the compromise interest rate on the refunding securities 
unless and until such preferential position is satisfied. 

The result of that has been disastrous to the counties of Florida in 
reference to their road- and bridge-building indebtedness. It means 
that no refunding bonds will be exchanged, but rather that the 
holders of the old bonds must be paid at par and will not consent to 
exchange. 

Since defaults in the public securities of Florida taxing units first 
began in 1929, insurance companies, banks, and fraternal orders 
offering insurance benefits have been concerned with defaults in both 
the interest and principal of Florida securities. Gradually the 
defaults have been diminished through widespread refunding opera- 
tions which have proceeded on a voluntary basis. Interest has been 
paid on the new refunding bonds and their marketability has improved ; 
and therefore, the condition of these institutions has improved. 

Approximately $65,000,000 of refunding bonds of Florida counties 
were issued or are now in process of issuance, in the classification ad- 
ministered by the State Board of Administration of Florida. Holders 
of an average of 95 percent of the original bonds have participated in 
the voluntary exchanges in the projects which have proceeded to a 
point of exchange. Public officials and taxpayers of Florida have felt 
confidence in the future through a restoration of a current status as to 
interest and sinking fund requirements on the new obligations and a 
limit of tax liability; and security holders have apparently been 
satisfied that the credit of Florida taxing units had been restored and 
that, therefore, the respect for securities in inventory justified a con- 
fidence as to ready marketability. 

The obvious result of this ruling of the attorney general is the de- 
velopment of a condition disastrous to the State and the holders of its 
securities, who are located in about 40 States. It means that no 
further refunding bonds, whereby concessions are made, will be ex- 
changed; but rather, that the holders of the old bonds, knowing that 
their bonds in effect must be paid at par, and at the old interest rate, 
prior to payment of interest on the refunding bonds, will continue to 
hold the same. The further result is that the counties, not having 
sufficient available money to cure the long-standing defaults, are in 
most cases in no position to meet the requirement set down and will 
necessarily default in current interest commitments. Osceola and 
Charlotte Counties defaulted in payment of interest due on May 1 
and June 1, 1939, respectively, on their refunding bonds, and it is 
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possible that $57,000,000 of such refunding bonds will be in default 
in interest payments by November 1, 1939. 

Senator Pepper. Did not a large number of counties come together 
in a meeting? 

Mr. Pleus. Yes. I will come to that in a moment. The resulting 
chaotic condition and its effect upon the financial structure of Florida 
and the holders of Florida bonds is obvious. All the beneficial results 
obtained from the efforts made during the last 8 or 9 years will be lost. 
In addition, many of the refunding bonds carry reversionary clauses 
whereby defaults, continuing uncorrected beyond a specified grace 
period, will cause the refunding bonds to revert to the original interest 
rates; and within the next year, much of the improvement made since 
1931 will have been lost. 

I will now answer your question, Senator Pepper. Within the last 
year, to discuss the possible remedies for this situation, a meeting was 
held in Orlando, Fla., Saturday, June 17, 1939, attended by 62 repre- 
sentatives of 24 counties. Representatives were the chairman or a 
member of the board of county commissioners, the county attorney, 
and the clerk of the board. The major remedy suggested at this 
conference was embodied in a petition signed by those present, 
addressed to the entire Florida delegation, requesting immediate 
enactment of necessary expanding amendments to the Municipal 
Bankruptcy Act. 

Senator Pepper. Have you a copy of that petition? 

Mr. Pleus. I have a photostatic copy. 

Senator Pepper. I would like to have that go in the record ; because 
I want to to be shown definitely that the demand comes from the 
counties, and not from the refunding agencies. 

Senator Hughes. Very well. 

(The communication referred to is as follows:) 

To United States Senators Claude Pepper and Charles G. Andrews and Congressmen 
Lex Green y Millard Caldwell, Pat Cannon, Joe Hendricks, and J. Hardin Peterson, 
constituting the Florida delegation: 

Whereas under date of May 24, 1934, Congress passed an original Municipal 
Bankruptcy Act (48 Stat. 798; 11 U. S. C. A., sees. 301, 303); and 

Whereas by decision of the Supreme Court of the United States on May 25, 
1936, in the case of Ashton v. Cameron County Water Improvement District No. 1 
(298 U. S. 513, 56 Sup. Ct. 892; 8 L. Ed. 1309), the Supreme Court of the United 
States held the said act unconstitutional ; and 

Whereas under date of August 16, 1937, Congress enacted the present Municipal 
Bankruptcy Act (sees. 81 to 83, 11 U. S. C. A., sees. 401 to 403); and 

Whereas the said chapter IX was, by decision of the Supreme Court of the 
United States in United States v. Bekins (304 U. S. 27, 58 Sup. Ct. 811, 82 L. Ed. 
1137, decided April 25, 1938, rehearing denied May 23, 1938), held constitutional in 
every respect; and 

Whereas certain omissions or defects appearing in the said chapter IX, as 
amended, have appeared, particularly with reference to the public-debt problem of 
the State of Florida; and 

Whereas it is deemed essential that these omissions or defects be supplied or 
remedied: 

Now, therefore, the above-named delegation of Florida to the Congress of the 
United States are hereby respectfully petitioned by the undersigned public 
officials of Florida to immediately introduce and work for the prompt passage of 
the following amendments to the said chapter IX: 

1. An amendment to section 81, by supplemental act in no manner interfering 
with the present act, so as to make the provisions of the said chapter IX, as 
amended, applicable and available to counties, provided that the State involved 
has passed proper enabling legislation authorizing or empowering such counties to 
invoke the terms of a bankruptcy statute. 
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2. An amendment that will clarify subsection (j) of section 83 as added by act of 
Congress of June 29, 1938, so as to eliminate the necessity of procuring actual 
written consents from the holders of securities outstanding as the result of a 
partial completion of execution of a plan of composition by providing that the 
actual acceptance of the securities issued in partial completion of such plan shall 
per se, constitute conclusive evidence of acceptance of such plan by such holders. 

3. By extending for at least 1 year from the now effective expiration date of 
June 30, 1940, the jurisdiction conferred by said chapter IX. 

Respectfully submitted this 17th day of June A. D. 1939. 

T. W. Conely, Jr., County Attorney, Okeechobee County; J. T. 
Phelps, Chairman, County Commission, Okeechobee County; 
J. D. Stokes, County Attorney, Bay County; James V. Doyle, 
Deputy Clerk, Volusia County; D. C. Smith, County Attorney, 
St. Lucie County; E. H. Scott, Clerk, Circuit Court, Charlotte 
County; Earl D. Farr, County Attorney, Charlotte County; 
E. F. Housharder, County Attorney, Seminole County; W. B. 
Ballard, Chairman, Board, Seminole County; O. P. Herndon, 
Clerk, Board, Seminole County; A. Frank Suefulet, County 
Attorney, Citrus County; C. M. Winters, Chairman, County 
Board, Sumter County; W. N. Johnson, County Commissioner, 
Broward County; E. R. Bennett, Clerk, Broward County; Jno. 
E. Morris, Attorney, Broward County; John Chesnut, County 
Commissioner, Pinellas County; John C. Blackee, County At- 
torney, Pinellas County; Ray E. Green, Clerk, Pinellas County; 
Evans Crasy, County Attorney, Martin County; W. K. Lott, Clerk, 
Circuit Court, St. Lucie County; L. H. Jennings, County Commis- 
sioner, St. Lucie County; D. J. Wilcox, County Commissioner, St. 
Lucie County; Albert E. Bennett, Deputy Clerk to Board, De Soto 
County; A. J. Denham, Chairman of Board, De Soto County; 
John H. Treadwell, Jr., Attorney, De Soto County; F. A. Chaw- 
flin, Chairman, Board, Hardee County; W. W. Whitehurst, 
Attorney, Hardee County; R. Clyde Simmons, Clerk, Court, 
Hardee County; H. E. Keller, Deputy Clerk, Highlands County; 
M. R. McDonald, County Attorney, Highlands County; C. S. 
Michael, Chairman, Indian River County; Douglas Baker, 
Clerk, Indian River County; Chas. A. Mitchell, Attorney, Indian 
River County; J. R. Pomeroy, Clerk (by A. B. Cleveland, deputy 
clerk), Martin County; Mrs. Edna Barco, Deputy Clerk, Citrus 
County; D. W. Johnson, County Attorney, Hernando County; 
Noah B. Butt, County Attorney, Brevard County; G. M. Sim- 
mons, Clerk, Brevard County; J. A. Traylor, Commissioner, 
Sumter County; C. M. Winton, Chairman, Commissioners, Sumter 
County; Jas. W. West, County Attorney, Sumter County; J. W. 
Davis, Chairman, Board, Sarasota County; W. A. Wynne, 
Clerk, Board, Sarasota County; F. E. Owens, Chairman, Com- 
mission, Lake County; H. H. Hithcox, President, State Asso- 
ciation of Commissioners, Lake County; Ross C. Sawyer, Clerk, 
Circuit Court, Monroe County; Wm. H. McMalraty, County 
Commissioner, Monroe County; W. Curry Harris, County At- 
torney, Monroe County; Lawrence Rogers, County Attorney, 
Osceola County; M. M. Overstreet, County Commissioner, 
Osceola County; Arthur L. Anvil, County Attorney, Pasco 
County. 

Mr. Pleus. The original Municipal Bankruptcy Act (11 U. S. C. A., 
sec. 301, et seq.) included in counties among the local governmental 
units to which the act was applicable. The original act was held 
unconstitutional in Ashton v. Cameron County water Improvement 
District (298 U. S. 513, 56 Sup. Ct. 892, 80 L. Ed. 1309). The district 
involved was a water-improvement district organized under the laws 
of Texas. The majority opinion was written by Mr. Justice McRey- 
nolds and was concurred in by Justices Van Devanter, Sutherland, 
Butler, and Roberts. The opinion proceeds upon the theory that there 
was an unwarranted and unconstitutional interference by the Federal 
Government in the affairs of the States or their political subdivisions, 
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that the district involved was created for the local exercise of sovereign 
State powers, that the right to borrow money was essential to its 
operations, and that its fiscal affairs were those of the State and not 
subject to control or interference by the National Government. The 
dissenting opinion was written by Mr. Justice Cardozo, and was 
concurred in by Chief Justice Hughes and Justices Brandeis and Stone. 
The dissenting opinion makes no point of. the nature of the district 
involved as being a political subdivision of the State but discusses the 
narrow question as to whether or not there is power in the Congress 
under the Constitution of the United States to permit local govern- 
mental units to become voluntarily bankrupts with the consent of 
their respective States. 

Following the decision in the Ashton case. Congress enacted the 
present chapter IX. Aside from omitting counties and parishes there- 
from, the intent, scope, and procedural requirements are in substance 
identical. The present chapter IX was drafted with sedulous regard 
for the majority opinion in the Ashton case. By subsection (c) of 
section 83 it is provided in part as follows: 

* * * the judge * * * shall not, by any order or decree, in the pro- 
ceedings or otherwise, interfere with (a) any of the political or governmental 
powers of the petitioner; or (b) any of the property or revenues of the petitioner 
necessary for essential governmental purposes^ or (c) any income-producing prop- 
erty, unless the plan of composition so provides. 

And again, by proviso in subsection (b), Congress provided: 

That no fees, compensation, reimbursement, or other allowances for attorneys, 
agents, committees, or other representatives of creditors shall be assessed against 
the petitioner or paid from any revenues, property, or funds of the petitioner except 
in the manner and in such sums, if any, as may be provided for in the plan of 
composition. 

Following the enactment of the present chapter IX, In re Lindsay- 
Strathmore Irr. Dist. (21 F. Supp. 129) was decided by the District 
Court for the Southern District of California. The district judge 
pointed out conclusively that an irrigation district organized Under 
the laws of California is identically the same type of taxing district 
as was involved in the Ashton case. Although not denominated in so 
many words as a "political subdivision of the State/' it is a public 
corporation for municipal purposes, and its officers are public officers 
of the State; it is a State agency performing a governmental function, 
and the use to which water owned and controlled by it is put is a 
public use; it has the power of eminent domain; its officers are elected 
by vote of all electors in the district, are subject to recall as are State 
officers, and the plan for the work to be undertaken, and the amount 
of bonds to be issued, must be approved by named State officials; 
the district enjoys immunity from liability for torts and owes its 
existence to the State. These facts prove conclusively that the dis- 
trict is a public instrumentality and agency of the State, subservient 
to it. The district judge, although expressing his private disagree- 
ment with the Ashton decision and his agreement with the dissenting 
opinion therein, was compelled to hold that it was controlling. A 
direct appeal was taken to the Supreme Court of the United States; 
and in United States oj America v. Bekins (304 U. S. 27, 58 Sup. Ct. 
8H, 82 L. Ed. 1137), the constitutionality of chapter IX was sus- 
tained. 
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The majority opinion in the Bekins case was written by Mr. Chief 
Justice Hughes and concurred in by Justices Brandeis and Stone — 
all three of whom had concurred in the dissenting opinion of Mr. 
Justice Cardozo in the Ashton case — and by Justices Black and Reed, 
who had replaced Justices Van Devanter and Sutherland, and by 
Justice Roberts. Justices McReynolds and Butler dissented upon 
the sole ground that the Ashton case was controlling. 

The majority opinion makes no point of any distinction between a 
unit which is merely termed a "political subdivision of a State" and 
any other kind of local governmental agency or unit. It proceeds 
upon the same broad premise as did the dissenting opinion in the 
Ashton case and sustained the validity of the exercise of the bank- 
ruptcy power in providing for the composition of the indebtedness of a 
governmental unit upon its voluntary application and with the State's 
consent. 

Senator Pepper. Has the State of Florida provided for this by legis- 
lative enactment? 

Mr. Pleus. Yes, sir. So have the States of California, Texas, 
Arkansas, and Ohio. 

Senator Pepper. Is that in the form of a blanket authority giving 
authority to all of its political subdivisions to come under a municipal 
bankruptcy statute according to its terms? 

Mr. Pleus. That is the effect of it. It takes the form of authority 
to enable any subdivision of the State to invoke the terms of the 
Bankruptcy Act. 

Senator Pepper. Which in Florida would include counties? 

Mr. Pleus. Yes, sir. 

Our Circuit Court of Appeals for the Fifth Circuit had before it in 
the case of Supreme Forest Woodmen Circle et al n v. City of Belton, 
Texas (100 F. (2tt) 655), the contention that under the laws of Texas a 
municipality is a subdivision of the State of Texas, and therefore the 
Ashton case was controlling; and it used this language: 

It is the view of the writer that this opinion (in the Bekins case) does not attempt 
to distinguish, but completely reverses that in the Ashton case. But whether it be 
regarded as reversing or as distinguishing the Ashton case y the result is the same. 
Por it adjudicates completely, fully, and without reservation, that the Ashton case 
is without bearing or effect upon the present act. 

In this view, the point appellants and appellee so vigorously labor, the one 
asserting that appellee is, the other that it is not, a political subdivision of the 
State for such governmental purposes, is seen to be without significance. Cer- 
tainly a city, just as an irrigation district, is a political subdivision of the State for 
such governmental purposes as are given in charge to it. But what is of signifi- 
cance here is that the act under which the city of Belton is proceeding concerns 
itself with the city in its capacity as a debtor, and not in its political capacity as 
a political subdivision of the State for governmental purposes. And it concerns 
itself with the city as a debtor, not compulsorily, nor by way of interference 
with it, but only upon the city's invocation and as an aid and assistance to it and 
its creditors. 

We may confidently rely upon there being no magic in the words 
"political subdivision," but rather that the essential predicate of 
constitutionality is found in the voluntary nature of the proceedings 
instituted with the consent of the State whose local governmental 
unit is involved. Nor need we get into any hair-line distinction 
between governmental and proprietary functions of local political 
units. Since the State has consented, and since the action is wholly 
voluntary, and since the statute specifically prohibits interference 
in any manner with the public or governmental fiscal affairs and 
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concerns itself with the unit solely as a debtor and not in its political 
capacity as a political subdivision of the State for governmental 
purposes, the fundamental premise of the Bekins decision is met 
and a county or parish, or any other municipal corporation or quasi- 
judicial corporation organized for local governmental functions, 
may be included within the scope of the act. 

This opinion is concurred in by Messrs. Chapman and Cutler, 
nationally recognized approving bond counsel of Chicago, in telegrams, 
sent to Senator Pepper and Senator Andrews under date of June 28, 
1939. I am submitting copies of these telegrams for the record, 
marked "Exhibit C" and "Exhibit D," respectfully. 

The telegrams referred to are as follows: 

exhibit c 

June 28, 1939. 
Hon. Chakles O. Andrews, 

Washington, D. C: 
On request of parties urging enactment of amendment to include counties under 
Federal Municipal Bankruptcy Act we express opinion that notwithstanding infer- 
ences in original Supreme Court opinion there is support for constitutionality of 
amendment in subsequent opinions to justify enactment by Congress. 

Chapman & Cutler. 



exhibit d 

June 28, 1939. 
Hon. Claude Pepper, 

Washington, D. C: 
On request of parties urging enactment of amendment to include counties under 
Federal Municipal Bankruptcy Act, we express opinion that notwithstanding 
inferences in original Supreme Court opinion there is support for constitutionality 
of amendment in subsequent opinions to justify enactment by Congress. 

Chapmen & Cutler. 

In the event that the amendment should not be enacted and this 
committee and Congress should not see fit to permit counties to: come 
under the act, it would prevent them from presenting the question of 
whether constitutionally they may be subjected to the beneficent 
provisions of the act. 

There is a specific saving clause in chapter IX by way of a proviso 
to section 81, which reads as follows: 

That if any provision of this chapter, or the application thereof to any such 
taxing agency or district or class thereof or to any circumstance, is held invalid, 
the remainder of the chapter, or the application of such provision to any other or 
different taxing agency or district or class thereof or to any other or different cir- 
cumstances, shall not be affected by such holding. 

Thus in the event the amendment including counties and parishes 
should be held unconstitutional it would in no manner affect the re- 
maining portions of the act. A failure, therefore, to enact the aiinend- 
ment so including counties and parishes will deny to these units the 
opportunity to present for adjudication the question of whether or not 
they may constitutionally be included within the terms of the act. 

If the act is amended as proposed, it will remove the dead-lin^ haz- 
ard of the present expiration date; it will provide an immediate and 
expeditious procedure for carrying through to completion heretofore 
partially completed plans of composition; and it will be possible for 
counties and parishes, operating by way of a partially completed plan 
or by way of a new plan, to obtain immediate relief, protect their 
funds from dissipation, provide for temporary operation of the rdfund- 
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ing plan so as to permit the orderly disbursement of moneys to dis- 
charge current interest commitments, prevent defaults, and thus pro- 
tect investors and taxpayers alike; and finally, it will permit counties 
and parishes, as it now allows other governmental units, to coerce a 
recalcitrant minority to accept a compromise refunding plan on the 
same basis as has been done by the vast majority of cooperating 
creditors. 

Senator Pepper. Colonel Satterfield, of the R. F. C, is in charge 
of the drainage-district bonds; and I would like to have Colonel Satter- 
field make a statement as to whether or not he has any objection to 
offer to this amendment. 

STATEMENT OF W. R. SATTERFIELD, RECONSTRUCTION FINANCE 

CORPORATION 

Senator Hughes. Will you state your official position? 

Mr. Satterfield. I am assistant general counsel of the K. F. C. 
and in charge of all legal matters pertaining to the Drainage, Levee, 
and Irrigation Division of the Corporation, which makes loans to irri- 
gation, drainage, and levee districts and other similar agencies. 

Senator Hughes. Do you want to make a statement? 

Mr. Satterfield. I did not prepare a statement. I was merely 
asked, Mr. Chairman, to come over and say that, in making these 
loans to the agencies mentioned, these agencies have found that it is 
necessary to get in all their securities that are being refinanced to 
resort to this bankruptcy measure. In fact, we have some 67 cases 
of that kind. And we find that in practically all cases — I would say 
99 percent of them — there are minorities that hold out, and that with- 
out some such statute it would be impossible to get them all in. 

I have gone over these proposed amendments with the proponents 
of the amendments, and I did not find any objection to them, either 
the phraseology or the effect of them; and as pointed out by the last 
witness, the act specifically provides that, if any provisions of the act 
or its application to any particular agency is found to be invalid, it 
will not affect the other provisions or its applicability to other agencies. 

Because of a rather extensive experience in the matter, these gentle- 
men who are proposing the amendments have asked me to make that 
statement; and that is all, Mr. Chairman, that I care to make, unless 
some of you want to ask me questions. 

Senator Pepper. Is it not the fact that you are one of the best- 
informed men on the subject? 

Senator Hughes. It might embarrass him to answer that. 

STATEMENT OF HON. PAT CANNON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF FLORIDA 

Mr. Cannon. Mj name is Pat Cannon, and I represent the Fourth 
Congressional District of Florida. 

I would like to announce that I am in complete accord with Mr. 
Pleus regarding his statement that there should be no limitation on 
the vesting of this act, and for the same reasons that he gives. 

In further answer to a question as to the reason for the limitation 
originally, I will announce to the Senator that this general proposition 
was instituted at the instance of my predecessor; and I can say with 
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his authority that the reason the limitation was put there was to 
induce the House to pass the measure. That was the only reason 
there was any limitation put in. 

I would like to submit for the record four telegrams which I have 
received which are self-explanatory; and I would like them copied in 
the record in full. 

(The telegrams referred to are as follows) : 

Tavares, Fla., June 28, 1939. 
Representative Pat Cannon, 

Washington, D. C. 
Please accept my thanks and appreciation for introduction of bill permitting 
the counties of Florida to avail themselves of the Bankruptcy Act. The^ passage 
of this act is imperative as the financial situation in many of our counties is des- 
perate. We urge you to obtain passage of this bill at this session if possible. 

H. H. Hethco}c, 
President, Sta/te Association County Commissioners. 



Fort Lauderdale, Fla., June 28, 1939. 
Pat Cannon, • 

Member of Congress. 
County commissioners, Broward County, appreciate your efforts to amend 
Bankruptcy Act to include counties and provide holders of refunding bonds are 
consenting creditors. We commend your efforts in behalf of the county taxing 
units. 

John E. Morris, 
Attorney for Board of County Commissioners. 



Fort Pierce, Fla., June 29; 1939. 
Hon. Pat Cannon, 

House of Representatives. 
We wish to express our sincere thanks for efforts toward introduction of bill 
permitting counties to avail themselves of Bankruptcy Act and assure you that 
we will appreciate your full cooperation in obtaining an early passage of ihis bill. 
Board of County Commissioners of St. Lucie County, 
Harry E. Center, Chairman. 



Okeechobee, Fla., June 27, 1939. 
Hon. Pat Cannon, 

Congressional Office Building. 
We wish to express our appreciation for your effort in materially assisting in 
introduction of bill permitting counties to avail themselves of Bankruptcy Act. 
If this bill becomes a law it will be of great benefit to this as well as other counties, 
and we earnestly request that you use every effort to have same enacted during 
the present session of Congress. 

Board of County Commissioners, 
J. P. Phelps, Chairman. 



I will announce also that, out of the nine counties in my district, 
at least seven of them are represented in this petition. Some of the 
gentlemen who have spoken this morning are from my district. \ 

And I wish at this time to endorse all that has been said by the pro- 
ponents of this legislation, and dedicate myself to its well-being in 
the lower House. 

Thank you. 

Senator Hughes. Is there anybody here opposing the legislation? 
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Mr. Cannon. I will make one other statement. I have received 
no objections to the proposed legislation. 

Senator Hughes. There are not any minority bondholders present? 

Mr. Cannon. Not one; no, sir. 

Senator Andrews. The hearing has been well advertised too. 

Mr. Chairman, I would like to offer for the record telegrams re- 
ceived from a number of county commissioners. 

(The telegrams referred to are as follows): 

Fort Pierce, Fla., June 29, 1939. 
Hon. Charles O. Andrews, 

Senate Building: 
We wish to express our sincere thanks for efforts toward introduction of bill' 
permitting counties to avail themselves of Bankruptcy Act and assure you that 
we will appreciate your full cooperation in obtaining an early passage of this bill. 
Board op County Commissioners op St. Lucie County, 
Harry E. Center, Chairman. 



Vero Beach, Fla., June 29, 1939. 
Senator Charles O. Andrews: 

We urge adoption of proposed amendments to municipal bankruptcy bill where- 
by counties may be included. Adoption of these amendments means thousands 
of dollars to this country and an untold amount to counties throughout the State 
of Florida which would otherwise go to speculators in bonds. If we can cooperate 
in any manner please advise us. 

Board of County Commissioners of Indian River County. 



Tavres, Fla., June 28, 1939. 
Hon. C. 0. Andrews: 

We appreciate your efforts on behalf of the bill which you recently introduced 
to permit the counties of Florida to avail themselves of the Bankruptcy Act. The 
quick passage of this act will assist many counties in this section of Florida to* 
avoid financial chaos. 

Board of County Commissioners, Lake County, 
Frank Owens, Chairman, 
George J. Dykes, Clerk. 



Bushnell, Fla., June 28, 1939. 
Hon. Charles 0. Andrews, 

United States Senator: 
Our board surely appreciates your efforts toward introduction of bill permitting: 
counties to avail themselves of Bankruptcy Act. We urge your cooperation in 
the passage of this act this session. 

Board of County Commissioners, Sumter County, 
C. M. Winton, Chairman. 



Fort Lauderdale, Fla., June 28 r 1939. 
C. 0. Andrews, 

United States Senator: 
County commissioners, Broward County, appreciate your efforts to amend 
Bankruptcy Act to include counties and provide holders of refunding bonds are 
consenting creditors. We commend your efforts in behalf of the county taxing 
units. 

John E. Morris, 
Attorney for Board of County Commissioners* 
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Tavares, Fla., June 28, 1939. 
Hon. C. 0. Andrews, 

Washington, D. C: 
Please accept my thanks and appreciation for introduction of bill permitting 
the counties of Florida to avail themselves of the Bankruptcy Act. Th$ passage 
of this act is imperative, as the financial needs and financial situation in many of 
our counties are desperate. We urge you to obtain passage of this bijl at this 
session if possible. 

H. H. Hetchcox, 
President , State Association County Commissioners. 



Wauchttla, Fla., June #7* 1989. 
Hon. Charles 0. Andrews, 

United States Senator: 
Thanks for effort toward introduction of bill permitting counties to avail 
themselves of Bankruptcy Act. We urge your full cooperation in obtaining 
passage this session. 

Board of County Commissioners, Hardee County. 



Okeechobee, Fla., June 27 r 1939. 
Senator C. O. Andrews, 

Senate Office Building: 
We wish to express our appreciation for your effort in materially assisting in 
introduction of bill permitting counties to avail themselves of Bankruptcy Act. 
If this bill becomes a law it will be of great benefit to this as well as other counties 
and we earnestly request that you use every effort to have same enacted during 
the present session of Congress. 

Board of County Commissioners, 
J. P. Phelps, Chairman. 

Senator Andrews. I want to ask you, Colonel Satterfield, is it not 
true that the enactment of legislation permitting the acceptance of 
securities under a plan of composition to stand in lieu of written con- 
sents would be of material assistance to taxing units which have plans 
of composition pending? 

Mr. Satterfield. Yes; that is true. We find in our refinancing, 
Mr. Chairman, that it is necessary sometimes to take up the bonds 
that are available for refinancing before the refunding bonds are 
ready for delivery to evidence the loan. In those cases, if bankruptcy 
or composition proceedings are filed later on, the mere fact that the 
original owners of those bonds had actually surrendered them and 
accepted payment at the refinancing prices or at the composition 
prices, does not enable us to comply with the statute, and we must 
have in addition to that the actual consent of the holders themselves — 
which, of course, to us seems wholly unnecessary. In other words, an 
accomplished fact is better than an agreement to accomplish it. And 
for that reason I think this amendment that is proposed here is very 
wholesome. 

Now, Mr. Chairman, there is one thing more. We, of course, desire 
this to be expedited as much as possible, and for this reason: The 
fiscal year begins tomorrow, and a lot of these bonds are payable 
and the interest payable tomorrow; and if this bill is reported out as 
soon as possible it will help out a very serious situation. As stated 
a while ago, I have had not one complaint, or not one letter or tele- 
gram opposing this course. 

Senator Hughes. I might say for the benefit of Senator Andrews 
that Senator Hatch is on the subcommittee. Senator Borah is on 
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the subcommittee. And when we report we will report to the Judici- 
ary Committee; we cannot report to the Senate. The Judiciary 
Committee usually meets on Monday; but in view of the vacation 
of several days occurring next week I do not know whether there 
will be a meeting or not. There is one scheduled, but there is always 
one scheduled for Monday; but I do not know whether it will be 
possible to hold it next Monday or not; and if not Senator Ashurst 
will have to arrange for another day if he wants a meeting next week. 

Senator Andrews. Senator Ashurst indicated to me that the next 
meeting will be on the 10th. 

Senator Hughes. On the 10th; we will have our report to make^ 
I imagine there will be a report made to the full committee on the 
10th. I am quite sure, from conversations with Senator Borah, that 
he will agree with other members of the subcommittee; but he may 
not see the record. 

Senator Andrews. That will give you ample time to do that; but 
in the meantime, if you could say that the subcommittee is in favor 
of the amendment, it would help them very much. 

Senator Hughes. I will make that statement, so far as that is 
concerned, that the majority of the subcommittee will favor it; 
because Senator Hatch has authorized me to do so. 

Senator Pepper. Mr. Chairman, we are very grateful to you for 
giving us this opportunity for a hearing, and for the expedition you 
will give to this matter. 

(Thereupon, at 11:55 a. m., the subcommittee adjourned.) 
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WEDNESDAY, JULY 12, 1939 

United States Senate, 
Subcommittee of the Committee on the Judiciary, 

Washington, 1). C. 

The subcommittee met at 2:30 p. m., in the committee room in the 
Capitol, Senator James H. Hughes (chairman) presiding. 

Present also: Senator Charles O. Andrews and Representative 
Chauncey W. Reed of Illinois. 

Senator Hughes. The committee will come to order. 

I have been requested to present a number of telegrams, addressed 
to Senator Pepper. They are from the chairman of the Board of 
County Commissioners, Sumter County; another from the chairman 
of the Board of Lake County, another from the chairman, St, Lucie 
County; another from the chairman, Okeechobee, Fla.; another from 
the Board of County Commissioners, Indian River County; another 
from the president of the State Association of County Commissioners. 
And it is requested that they be made a part of the record, including a 
letter from the city of Sanford. 

(The letter and telegrams referred to are as follows:) 

Bushnell, Fla., June 28, 1939. 
Hon. Claude Pepper: 

Our board surely appreciates your efforts toward introduction of bill permitting 
counties to avail themselves of Bankruptcy Act. We urge your cooperation in 
the passage of act this session. 

C. M. WlNTON, 

Chairman, Board of County Commissioners^ 

Sumter Cdunty. 

Tavares, Fla., June 28, 1939. 
Hon. Claude Pepper: 

We appreciate your efforts on behalf of the bill which you recently introduced 
to permit the counties of Florida to avail themselves of the Bankruptcy Act. 
The quick passage of this act will assist many counties in this section of Florida 
to avoid financial chaos. 

Frank Owens, 
Chairman, Board County Commissioners, 

Lake County^ Fla. 
Geo. J. Dykes, Clerk. 

Fort Pierce, Fla., June 29, 1939. 
Hon. Claude Pepper: 

We wish to express our sincere thanks for efforts towards introduction of bill 
permitting counties to avail themselves of Bankruptcy Act and assure you that 
we will appreciate your full cooperation in obtaining an early passage of this bill. 

Harry E. Center, 
Chairman, Board of County Commissioners 

of St. Lucie County, 

29 



30 MUNICIPAL BANKRUPTCY 

Okeechobee, Fla., June 27, 1939. 
Senator Claude Pepper, 

Senate Office Building: 
We wish to express our appreciation for your effort in materially assisting in 
introduction of bill permitting counties to avail themselves of Bankruptcy Act. 
If this bill becomes a law it will be of great benefit to this as well as other counties 
and we earnestly request that you use every effort to have same enacted during 
the present session of Congress. 

Board of County Commissioners, 
J. D. Phelps, Chairman. 



Vero Beach, Fla., June 29, 1939. 
Senator Claude Pepper: 

We urge the adoption of proposed amendments to municipal bankruptcy bill 
whereby counties may be included. Adoption of these amendments means 
thousands of dollars to this county and an untold amount to counties throughout 
the State of Florida which would otherwise go to speculators in bonds. If we 
can cooperate in any manner please advise us. 

Board of County Commissioners, 
Indian River County, Fla. 



Tavares, Fla., June 28, 1939. 
Hon. Claude Pepper, 

Washington, D. C: 
Please accept my thanks and appreciation for introduction of bill permitting 
the counties of Florida to avail themselves of the Bankruptcy Act. The passage 
of this act is imperative as the financial situation in many of our counties is des- 
perate. We urge you to obtain passage of this bill at this session if possible. 

H. H. Hethcox, 
President, State Association of County Commissioners, 



Senator Hughes. Now, do you want to be heard first? 

Mr. Rosenberg. Not necessarily. May I ask if there is any one 
present from Columbia County? 

Senator Hughes. You are the first one who has asked for a hearing 
today. 

Mr. Rosenberg. If it is the Chairman's desire, I can begin now. 

Senator Hughes. That will be all right. It is not necessary to 
proceed in any particular order. 

STATEMENT OF MAURICE D. ROSENBERG, WASHINGTON, D. C. 

Mr. Rosenberg. My name is Maurice D. Rosenberg, address, 
Washington, D. C, and I represent the Sanders Investment Corpora- 
tion. I shall not proceed very long, Mr. Chairman. 

This subcommittee, as I understand, is a subcommittee of the Com- 
mittee on the Judiciary, appointed to consider H. R. 6505, together 
with the/amendments thereto which have been proposed to this com- 
mittee. 

Mr. Sanders, who is sitting at my left, is the president of the Sanders 
Investment Corporation of the District of Columbia, incorporated 
under the laws of Delaware. That corporation is the holder of certain 
bridge bonds issued by Monroe County in the State of Florida. The 
situation is that these bonds have been held by my client for a period 
of a number of years. They were originally issued in 1925, and 
interest was paid; but the interest defaulted and stopped in December 
1932, and no interest has since been paid. 
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Thereupon, the holder communicated with the authorities in Monroe 
County, and the reply was that the brokerage firm of R. E. Crummer 
& Co., have charge of the matter of refinancing the entire project. 
This circular which I have is headed "R. E. Crummer & Co., Fiscal 
Agents for Monroe County, Fla. Address all communications to the 
Chicago office." 

It would take some little time to read all this circular; but it con- 
tains the crux of why we are here. I will omit the unimportant parts. 
It says: 

To the Holders of Monroe County, Fla., bonds: 

Acting for the holders of approximately $2,000,000 par value of the outstanding 
bonds of Monroe County, Fla. — 

And further on it is stated that their fee is $25 a thousand, which 
would make the return to R. E. Crummer & Co., if all the bondholders 
complied with their request, the sum of $50,000. 

Senator Hughes. For Monroe County? 

Mr. Rosenberg. Yes, sir. Further on in the circular it says that 
they have 97 percent consents of the entire issue. Quoting again, it 
says: 

We have been negotiating with the board of county commissioners of that 
county in an attempt to apfee upon terms for the read justment of the indebtedness 
which that board administers. Our representation was on behalf of hoMers of 
substantial blocks of bonds who were sufficiently informed regarding the unfavor- 
able economic conditions and depreciated property values to realize a readjust- 
ment of the debt structure was inevitable if the outstanding debt was to be 
restored to a position where current interest could be paid at maturity and the 
county could be permitted to function in a reasonably normal manner. 

And then, omitting a good part of it, it says: 

The proceedings authorizing these bonds will require an annual ad valorem tax 
levy of $160,000, with the privilege on the part of the county to apply in reduction 
of this ad valorem tax any revenues which it may have available from other 
sources. 

(C) Holders of bonds of the identified original issues who promptly agr0e to 
accept the proposed settlement may liquidate through us — 

Not through the county; they refer us to an outside agency, to 
whom we shall pay this additional tax. In other words, we are called 
upon to sustain a loss of from 5% to 3 percent, and the further 
extension of the bonds for about 20 years for the maturity of the 
bonds. Then they come back and attempt to place upon us this 
additional burden of $50,000, speaking for all bondholders. 

Now, unless there are some facts before this committee which will 
relieve the strenuousness of this situation, I claim that they are not 
coming into this forum with clean hands. 

There may be some sort of public need for this readjustment of the 
financial situation; but whatever that need may be, Mr. Chairrrjian, 
you as a lawyer know that you are expected to handle a project when 
it comes into a forum with clean hands. 

Holders of bonds of the identified original issues who promptly agree to accept 
the proposed settlement may liquidate through us coupons due July 1, 1936, or 
prior, for a sum of money equivalent to an interest rate of 3 percent per annum 
for the period represented by said coupons, less a sum of $25 for each $7,000 bond 
represented by the coupons so liquidated," and so on. 

The proceedings authorizing said refunding bonds will, in addition to the usual 
provisions, contain a pledge, that in the event of the failure or refusal of the gov- 
erning body of the county to comply with the terms of such bonds, such bonds* 
will, if the failure or refusal is not corrected within 6 months from the date thereof, 
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revert to the original interest rate when said failure is declared by the holders of 
25 percent or more of the then outstanding road and bridge refunding bonds. 

Now, that is followed by a great deal of personal correspondence 
between the Sanders Corporation and K. E. Crummer & Co., and also 
with the officials of Monroe County. 

That correspondence was supplemented by another circular from 
R. E. Crummer & Co., dated July 1, 1939, addressed to the "Holders 
of Florida County and Special Road and Bridge District Bonds-." It 
says: 

Rapid developments regarding Florida road and bridge bonds during the past 
few weeks are of extreme importance and we solicit the careful reading hereof as 
this constitutes an explanation of defaults which will occur during the next few 
weeks. 

County and road and bridge district debt readjustments have proceeded for 7 
years on the theory that taxes levied for refunding bonds were immune from legal 
attack by the holders of unexchanged original bonds. An average of more than 
94 percent of the bonds in projects in which we are interested have been exchanged. 
This demonstrated the thorough accord with which these programs have been 
received by bondholders. 

Now, I think this is important: 

A decision of the Florida Supreme Court in May was to the effect 
that interest and sinking funds of road and bridge refunding bonds 
were subject to mandamus by holders of original bonds. The State 
board of administration then held that it was necessary to pay the 
accumulated defaults on the unexchanged original bonds before further 
interest could be paid on there— funding bonds or further refunding 
bonds retired. The affected counties of Florida immediately met 
and organized to protect their refunding programs. Interest could 
not be paid on the refunding bonds without loss of considerable 
funds in the payment of the unexchanged original bonds. Bank- 
ruptcy proceedings under the Municipal Bankruptcy Act were avail- 
able to the special road and bridge districts but not to counties. 
Ability of the special road and bridge districts to take advantage of 
the bankruptcy act was seriously handicapped by the requirement of 
the act that written consent of bondholders be obtained before the 
proceedings could be instituted. The emergency which developed 
because of the court decision does not permit the counties to go through 
this tedious route. 

In other words, with a small minority outstanding, it appears 
that they are handicapped in filing bankruptcy proceedings to enable 
the outstanding owners to come in. 

Now, let me say further, that it is perfectly obvious to this cor- 
poration which I represent that during the past few years there have 
not been a great many defaults in the redemption of bonds and in 
the payment of interest. We have no criticism of that; and without 
this surcharge of $25 for each $1,000, amounting in the aggregate to 
$50,000 to which the officials of this county drive us, to be paid to 
this company, we would not be objecting; they say that we are to 
be penalized for that before we may move; that is the part of the 
project to which we take serious exception. 

Senator Hughes. Is your interest confined to Monroe County? 

Mr. Rosenberg. No; we have others; there is Hernando County. 

I may say, responsive to a suggestion, that all of this just came to 
our company. This circular is dated July 1, 1939; and since I came 
up here to see you, Mr. Chairman, as chairman of this subcommittee, 
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when it was suggested that this hearing be held, I have wired to my 
correspondent at Key West, seeking a larger representation than we 
had. We have five $1,000 bonds. And the reply came to my tele- 
gram that they were not in a position to obtain any others; he did 
not know of any others. He did know of one case, but that gentleman 
was not available. 

I submit in passing that it is not numbers that always prevail; that 
minorities are entitled to protection ; and in the old equity courts that 
we had before these new rules, they were careful to protect minorities; 
otherwise majorities could sweep the minorities off the deck. 

So we are here as a very small minority. 

Therefore, immediate plans were made to obtain relief through amendments to 
the municipal bankruptcy act, efforts to correct the situation temporarily through 
action of the Florida Legislature having failed by the act of the Governor in Veto- 
ing a bill which had passed the House with two negative votes and the Senate by 
a unanimous vote. 

Now, why did the Governor veto that bill which was passed so 
overwhelmingly, with only two negative votes, by the Florida Legis- 
lature. 

Senator Hughes. What does the bill provide for? 

Mr. Rosenberg. It provides for correcting the Municipal Bank- 
ruptcy Act of Florida. What that is I do not know. Now, haying 
failed in that 

Senator Hughes (interposing). Do you know what the grounds of 
the Florida action were? 

Mr. Rosenberg. No, sir. Now, having failed in that, they are 
seeking Federal legislation and seeking the amendments which are 
now before this committee. 

This circular says — 

Therefore, immediate plans were made to obtain relief through amendments to 
the Municipal Bankruptcy Act, efforts to correct the situation temporarily through 
action of the Florida Legislature having failed by the act of the Governor in veto- 
ing a bill which had passed the House with two negative votes and the Seriate 
by a unanimous vote. 

That has not been brought before your committee, I take it, Mr. 
Chairman. 

A delegation was sent to Washington and the support of the entire Florida 
congressional delegation obtained. 

Senators Charles O. Andrews and Claude Pepper, of Florida, proposed an 
amendment to H. R. 6505, introduced by Representative Reed of Illinois (which 
had already passed the House of Representatives). The amendments provided, 
first: 

That the expiration date of the Municipal Bankruptcy Act shall be extended 
from June 30, 1940, to June 30, 1942. 

No reason is given for that. Why should that extension take place? 
They had a year or more since the Chandler amendment became 
effective in 1938. Now they have had additional time since then, 
about a year; and now they ask for still more additional time. 

Why? To put this project into effect which is before you. In 
other words, an implied — I do not want to say it is a threat; but it is 
an implied statement that either we shall shoulder this burden, which 
in the aggregate amounts to $50,000 to this brokerage firm, or else 
bankruptcy proceedings will follow and they will put us out of business 
entirelv. 
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Senator Hughes. Can you tell the committee how many bonds 
were issued by that county? 

Mr. Rosenberg. No, sir; but the first part of the circular says: 

Acting for the holders of approximately $2,000,000 par vaJue of the outstanding 
bonds of Monroe County, Fla. 

Senator Hughes. Sanders & Co. held $5,000 of the bonds? 

Mr. Rosenberg. Yes, sir; we are a very small minority. 

Senator Hughes. I am just trying to get in mind what your share 
of the $50,000 would be? 

Mr. Rosenberg. It would not be large ; it would be $125 ; that is ail. 
Then the circular says the amendments provided: 

2. That counties and parishes shall be permitted to file petitions in bankruptcy. 
Those words were omitted from the former letter: 

3. That petitions in bankruptcy may be filed covering projects in which there 
have been partial exchanges, and the bonds actually exchanged under such plans 
may be considered as having consented to the plans of composition, thus removing 
the tedious requirement of obtaining actual consents in writing from holders of 
bonds which have been exchanged under refunding programs. 

I suppose that "partial exchanges" refers to the present set-up, in 
which there have been partial exchanges. 

If I read that paragraph correctly — I am not a very good hand at 
analyzing literary diction; but it seems to me that if this paragraph is 
properly analyzed, it means that those bondholders who have con- 
sented may complete the negotiations, and the balance of the bond- 
holders stand the result of the Bankruptcy Act: 

Hearings on the amendments were held June 30, by the subcommittee of the 
Judiciary Committee of the United States Senate and the committee members 
announced that they would favorably report the bill and its amendments. 

Every indication is that the amendments will become law during the present 
session of Congress, in which event the counties and special road and bridge dis- 
tricts may immediately file petitions in bankruptcy to protect their refunding pro- 
grams. Until this can be done, or some other alternative method of protection 
can be developed, defaults may be expected in certain of the road issues. Any 
move, except default, would result in materially weakening the refunding issues 
over a period of time because such a volume of accumulated funds would be 
lost. The defaults will be merely technical and have been forced by circumstances 
beyond the control of the county officials. These officials are exerting every pos- 
sible effort to correct the situation and the full facilities of our offices are behind 
this move. Technical experts from this company have constantly attended 
meetings of the representatives of the Florida counties and they also testified be- 
fore the committee. 

Be advised that every facility of the company is being used to eliminate the 
defaults as rapidly as possible, and it is our hope that all will be corrected within 
60 days. 

The balance of it I do not think is material. 

Now, those are the facts of the case, Mr. Chairman. And as I have 
said, our interests are small compared with the aggregate of all the 
interests. At the same time, it is the small operator who is entitled to 
the protection of the legislative bodies, as well as the courts. 

And this county comes to us and says: 

We compel you to do that. We compel you to pay this additional burdensome 
sum; otherwise we simply won't play. 

Senator Hughes. Have you any statement to make, Mr. Sanders? 
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STATEMENT OF JOSEPH SANDERS, WASHINGTON, D. C. 

Mr. Sanders. I would like to call attention to the fact that the 
peculiar position I am in has just struck me. I have been very busy, 
and have not given this case a great deal of thought. I have given a 
great deal of the time of myself and the corporation also to other 
cases. For instance, the St. Augustine bonds, which are due to a 
substantial amount ; we went in on a reorganization, because there was 
no demand made upon us to obtain such reorganization. 

Mr. Kosenberg. Such as there is in this case. 

Mr. Sanders. Such as there is in this case. I had to contact with 
K. E. Crummer & Co. in another case, where the loss was very sub- 
stantial; and there, on the advice of an attorney in Tallahassee we 
had to go through the Federal courts, and we just succeeded in getting 
damages and protection. 

Now, I have no objection to doing what I did in other cases where a 
county defaulted, and where 1 thought it was on a reasonable basis. 
But in every one of these cases there was a demand made for $25 per 
bond, made upon us, and that is the part we find objectionable. I 
will be glad to help the counties, as we did the city of St. Augustine 
and some others, to get along; but I do object to getting a third party 
in there to whom I will have to pay a premium. And it is not the 
amount involved that I object to — it is a very small amount — but the 
principle. And I feel that, in justice to ourselves and many others 
similarly situated, that there should be some protection given to the 
bondholders to keep them from being mulcted by outside parties. 
Now, if the county will make a fair proposition showing that they 
cannot pay and what they can do, I will be glad to consider it. 

I want to call attention to another matter: Now, this other act was 
in effect 2 years, and they have not taken advantage of that. Now, 
they are trying to force this minority to come into the proposition 
with me to give these people their money. I offered to exchange in 
one case, and the party simply turned it over to Crummer & Co. I 
was willing to make the same proposition to Plummer & Co. as to 
them. And that is the only interest we have. 

I have no objection to the bondholders taking advantage of the 
provisions of the law; and my understanding is that it comes out of 
the estate, because it is to their benefit and not to the benefit of the 
bondholders. 

Senator Hughes. Is that all you have to submit? Does anybody 
want to ask the witness a question? 

Senator Andrews. I wanted to ask the witness a question. 

Mr Rosenberg. Very well. 

Senator Andrews. All of this has to be presented to a district 
judge, to determine whether or not the facts justify it before it takes 
effect in a matter of this kind, does it not, under this act? It has to 
be presented to the court? 

Mr. Sanders. I presume so. I have not understood the act. I 
am not a lawyer. Of course, we could go into the courts, and of course 
the compensation would be settled by the court. 

But up to now that has not been true. They say, "Pay us $25, or 
you will not get a cent. And they have for some others; and on the 
refunding bonds I understand that the money that is being accumu- 
lated down there is being used to pay off the principal on the bonds, 
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instead of using it to pay interest on those which are in default, and of 
course that keeps the bonds at a low price; so that they can buy them 
up cheaply. 

Senator Andrews. Do you not think it will be best for all parties 
concerned that this matter be offered to the court and have the matter 
adjudicated, and put this on a basis where it will be equitable? 

Mr. Sanders. I am perfectly willing to have that done. But I 
would then have to go into court down in Florida and play it over 
again. And we have waited 7 years. 

Senator Andrews. The question is now this law. 

Mr. Sanders. I have no objection to the law itself, except that I 
do object if there is something put in there to let a third party who has 
not any interest in the matter again make money for settling this thing 
and charging the bondholders. I think that amendment could be 
changed so as to protect them. But as it is now, they say 97 percent 
are using this letter, which they have not used for some years, to bring 
in the small minority. 

Senator Andrews. Was that by the court decision of Florida? 

Mr. Sanders. The court decision was against them, too, and now 
they are trying to get it by another method. I am perfectly willing to 
go in to court, where everybody has a chance. But here there is a private 
concern making a business of it. On their letterhead they name 22 
counties; and the boards of public instruction of at least 10 more; 
several special districts, and a number of cities. They are making a 
business of it. 

I have no objection to a lawyer appointed by the court, and I 
have no objection to the bondholders coming in. But this is all by 
somebody who has no interest, except as shown in these circulars 
sent out. 

Senator Andrews. The purpose of this law is evident; so far as the 
negotiations between the bondholders and others are concerned, that 
is a matter for court adjustment, and that is a matter that can come 
up later. But this amendment is merely to put the counties and 
parishes in the same situation as municipalities. 

Mr. Sanders. And extend it for 2 years. 

Senator Andrews. And extend it for 2 years. 

Mr. Sanders. Because the people have had no interest in it; and 
now they find that there is a chance to get money out of it. 

Senator Andrews. Do you not think it is better to allow these 
22 counties to go into bankruptcy? They are in a very bad situation. 

Mr. Sanders. I agree with you. 

Senator Andrews. These people of the counties do not represent 
anybody else. 

Mr. Sanders. I agree with you; and as I say, I have gone into these 
reorganizations in the case of a city, where it was the municipality 
itself; and I joined them in it. The total involved was $18,000 or 
$20,000 in the case of the city of St. Augustine. We went into it with- 
out question , because it was fair and no outsider was making anything 
on it ; or if he was, it was not at my expense. That is what I object to. 
the only thing I object to, having the expense thrown on the bond- 
holders; if you can avoid that, all right. Of course, in the case of the 
court it never is directly; it is indirectly, through the estate of the 
bankrupt. I do not object to the law itself. 

Senator Andrews. That is what we are concerned with now. 
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Senator Hughes. Is there anyone here who wants to testify against 
the bill or the proposed amendments to the bill? 

Senator Andrews. If not, Mr. Chairman, there are some attorneys 
here representing certain counties in the State of Florida who want 
to speak very briefly. 

Senator Hughes. You may call them. 

STATEMENT OF JOHN H. TREAD WELL, JR., ARCADIA, FLA. 

Senator Andrews. I will call first Mr. John H. TreadwelL 
. Mr. Treadwell. My name is John H. Treadwell, Jr., of Arcadia, 
Fla., and I am attorney for the Board of County Commissioners of 
De Soto County, Fla. I am also secretary of the county steering 
committee which has been named by the approximately 30 counties 
of Florida involved in the emergency situation which has developed 
and which has heretofore been thoroughly outlined. My testimony 
should be considered in the interest of my county and the counties 
of Florida as a whole. 

This committee has already received specific testimony regarding 
the financial position of the counties involved, and it is unnecessary 
to repeat those figures today. 

Suffice it to say that I am here merely to emphasize personally two 
phases of tins situation, namely: 

1. That the situation among Florida counties is genuinely one of 
an emergency nature which justifies special consideration on the part 
'of the Congress in a field in which only Congress can legislate, namely^ 
bankruptcy. 

2. That the situation is such that relief at the present session of 
Congress is imperative if there is any way in which such relief can be 
obtained. 

While it might appear that Florida counties are those primarily 
interested from the debtor standpoint,records disclose that the creditors 
who will be adversely affected if the legislation is not made available 
are scattered in at least 40 States. I feel reasonably sure that many 
Members of Congress have heard from their constituents favoring 
the adoption of the amendments. On the other hand, I feel reasonably 
sure that any objection to the plan must have arisen from the selfish 
interest of a relatively few persons. 

I am reliably advised that more than 10,000 individuals, banks, 
insurance companies, and fraternal orders' have voluntarily cooperated 
in refinancing programs involving Florida public indebtedness. It 
seems that not more than 100 accounts have refused to make voluntary 
reasonable concessions to the involved taxing units. It is significant 
to note that an average of more than 94 percent of the securities affected 
by voluntary plans of composition have been exchanged without re- 
sort to bankruptcy. This should definitely earmark the plans as being 
reasonably fair, because it is difficult to imagine that the holders of 
95 percent of the securities would be wrong and the holders of the 5- 
percent minority would be right. 

This committee is invited to give specific consideration to the follow- 
ing observation: 

That is my opinion, any objection which may be expressed to 
allowing counties and parishes to have the benefits of the act is 
equally effective as to the taxing units which are already privileged to 



38 MUNICIPAL BANKRUPTCY 

avail themselves of the privileges of the act. There is no difference 
between the holders of county and parish bonds and the holders of any- 
other classification. Congress has already considered and rejected 
the objections as to the general effect of bankruptcy legislation on 
holders of municipal securities as a class. Any similar objections 
urged now are merely in repetition of those already considered and 
determined to be without merit. 

In my county, De Soto County, we have an original bonded debt 
of $1,200,000. All have been exchanged, with the exception of 
$162,000; and in the last 15 or 20 days we have had two mandamus 
suits brought against us by the holders of those unrefunded bonds. 
That means that the whole program of refunding, that we have worked 
for in my county for 8 or 9 years before we started our program, 
is lost unless we can get this bankruptcy legislation? which we think 
we are entitled to. 

We were left out of the original act; and we only ask that an amend- 
ment which covers counties and parishes be added to the original 
Bankruptcy Act. 

That is all I have to present. 

Senator Andrews. I will next present Mr. T. W. Conely, Jr., county 
attorney, Okeechobee County, Fla. 

Mr. Sanders. May I ask you a question? I notice your county is 
in this arrangement represented by Crummer & Co. Can the bond- 
holders deal directly with the county or only through Crummer & Co.? 

Mr. Conely. Only through Crummer & Co. 

Mr. Tread well. But if this legislation goes through, then the whole 
plan is fixed by the bankruptcy court and it does not necessarily mean 
they will require you to pay whatever fee Crummer & Co. may impose. 
That is left to the discretion of the court. 

You will also understand that the county never had the benefit of 
the Bankruptcy Act; and this is the first time they would be entitled 
to it. 

Mr. Sanders. I did not understand that. 

STATEMENT OF T. W. CONELY, JR., OKEECHOBEE, FLA. 

Mr. Conely. My name is T. W. Conely, Jr. ; my residence is Okee- 
chobee, Fla. I am attorney for the board of county commissioners of 
Okeechobee County. 

Adoption of the proposed Andrews-Pepper amendment to H. R. 
6505 is considered absolutely essential to the future of my county, 
which, unfortunately, was one of the last in Florida to make an effort 
to obtain a debt settlement following the collapse of the Florida boom 
and the resulting shrinkage in tax collections. 

A large percentage of the bondholders have agreed to the terms of 
the settlement; but the emergency which has arisen due to a recent 
court decision makes it practically impossible for the county to pro- 
ceed further in the premises without bankruptcy relief. 

It can well be understood how vital this may be to the county when 
it is known that the fair-minded bondholders who have voluntarily 
consented to the plan of refunding have agreed to accept an annual 
interest rate of 3 percent per annum in lieu of the original average rate 
which exceeded 6 percent. This amounts to an interest saving of 
not less than $45,000 per year, in addition to certain substantial colla- 
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teral benefits which will be available under the design of the refunding 
program. 

My county is one of the smallest in population in the State. Its 
people are largely engaged in agricultural and cattle-raising endeavors. 
Ability to complete a refinancing program means the difference 
between making a living and failing to do so. Inability to complete a 
refinancing program will necessarily result in the levying of an impossi- 
ble tax on the properties in the county. This will adversely affect 
the bondholders generally, who are perfectly willing to grant the 
necessary concessions. 

I urge, in the name of my county and its taxpayers, that this com- 
mittee recommend the adoption of the amendments and lend its 
facilities to the speeding of the enactment of the amendments into law. 

Now, Mr. Chairman, I wish to make just a few further remarks. 
It has been pointed out, and it is true; that* drainage districts and 
special road and bridge districts can obtain the benefits under the 
present Bankruptcy Act. My county has no special road and bridge 
district, and therefore all of our indebtedness is general county 
indebtedness. 

We find ourselves now in such a position that we cannot pay the 
debt. We cannot take the benefit under the present Bankruptcy 
Act; and unless these amendments are adopted, so that we can get a 
fair settlement, we are paralyzed, and we urge that it be reported 
favorable. 

Mr. Sanders. I am wondering whether Crummer & Co. represent 
your county too. 

Mr. Conely. R. E. Crummer & Co. do represent us; but I may 
say for the benefit of Mr. Sanders that, in order to commence pro- 
ceedings if this amendment is adopted, it will require 51 percent of 
the creditors of the county before the proceeding can be filed; and 
then to effect a settlement it will require 66% percent. 

Mr. Sanders. Well, I think you have gotten enough, cost, because 
most people did not know what to do. What I am wondering is why 
they want to force them in advance to make an agreement to pay 
this amount, before they will do anything? 

Mr. Conely. I might say that R. E. Crummer & Co. were prepared 
to carry out these programs before any amendments to the Bank- 
ruptcy Act were proposed. Now that they are pending, it is up to 
the court to say what the settlement shall be. 

Mr. Rosenberg. May I ask the witness a question? 

Mr. Conely. Yes, sir. 

Mr. Rosenberg. Have you any information as to why the Governor 
vetoed this bill that passed both houses? 

Mr. Conely. No, sir; I have not. I can only say it passed the 
senate unanimously and with only two dissenting votes in the house. 

Mr. Rosenberg. I think that is very significant. 

Senator Hughes. I do not know what the bill is. There was a 
bill passed by the legislature and vetoed by the Governor, but I do 
not know what it is. 

Mr. Conely. In 1933 Florida passed a law which pledged all of 
certain tax moneys which would come under the county bill. That 
money was tax money that was raised by the legislature after the 
bonds were issued, and naturally was not a fund applicable to the 
retirement of those old bonds, and therefore, it was thought we could 
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go in there and hold that money to pledge the repayment of the bonds 
of the State. And my county operated on that from 1933 to this 
year. The mechanics of that bill were that where money was trans- 
ferred from the gas account to the sinking fund it could be paid to 
whatever bonds were designated to be paid. 

The Supreme Court came along in the early part of May of this 
year, and when that fund was transferred from the gas account to 
the sinking-fund account, held that that money could be paid over to 
the holder of the unexchanged bond or refunded bond, without any 
parity. 

To get around that decision, we got this bill through the legislature, 
and I was at the legislature sent on- behalf of my county; and we 
tried to earmark that fund for the repayment of the refunded bonds, 
because it was money made available after the original bonds were 
issued. 

Why the Governor vetoed it I do not know. There were about 
200 bills, or at least 180, that the Governor vetoed. 

Senator Hughes. Did he veto it after the legislature adjourned? 

Mr. Conely. He did not veto it until after the legislature ad- 
journed. Had he vetoed it during the session I think it would have 
been passed over his veto. 

Senator Hughes. I suppose he had 10 days? 

Mr. Conely. He had 10 days after the session ended. 

Senator Hughes. It was what is called a pocket veto? 

Mr. Conely. Yes, sir. 

Mr. Sanders. Why was not the interest on these other bonds paid 
at the same rate as the refunded bonds? No offer was made to pay 
those bondholders? 

Mr. Conely. The secretary of our steering committee met with 
the State board of administration and made the offer. They said: 

If you will go ahead and pay the same rate on the unexchanged bonds as you 
are paying on the refunded bonds, we are willing to go ahead. 

The State supreme court held that they could not do that. It 
held that unrefunded bonds and refunded bonds were on the same 
parity. 

Mr. Sanders. I mean, pay the lower rate of interest? 

Mr. Conely. That is what we wanted to do; and the State board 
of administration, on the advice of the attorney general, said we 
could not do it. We thought that would be the happy solution of it. 

Mr. Sanders. We had that up for Miami County, and had no 
trouble. If they would deal with those people there was no objection 
to it. It is simply that we object to those people doing it and we 
having, to pay for it. 

Mr. Conely. A State can do it, but the State board of administra- 
tion regulates the finances of each county. 

Mr. Sanders. I am wondering what reason they give why they 
should not treat the other bondholders the same as those who dealt 
through Crummer & Co. 

Mr. Conely. It is purely due to the decision of the Attorney 
General. 

Mr. Sanders. You are sure it was not through a contract with 
Plummer & Co.? 

Mr. Conely. No; it was not. 

Mr. Sanders. I understood there was a contract. I just ran into 
the thing. 
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Mr. Conely. The Attorney General's opinion is available. That 
would be the happy solution. 

Mr. Sanders. It certainly would, in my opinion. 

Mr. Conely. We certainly got this opinion from the Attorney Gen- 
eral, and his opinion is in the record. 

Mr. Sanders. I did not know anything about it until I got the 
circular from Plummer. 

Senator Andrews. There is a copy in the former hearing. 

Senator Hughes. Yes; it is in the hearings. 

Mr. Sanders. I would be glad to answer any questions; but I have 
overstayed my time. If there is anything further I can furnish I will 
be glad to do so. 

Senator Andrews. I do not know of anything. 

STATEMENT OF S. C. FOX, COUNTY COMMISSIONED, BROWARD 

COUNTY, FLA. 

Senator Andrews. The next witness is S. C. Fox, of Broward 
County, county commissioner. 

Senator Hughes. He has said that he represented a county which 
was not represented by Crummer & Co.; and we would be interested 
in that county. 

Mr. Sanders. What county? 

Mr. Fox. Broward County. 

Mr. Rosenberg. I was going to ask this last witness if he represents 
a county not represented by Crummer & Co.? 

Mr. Fox. Yes; we do. 

Mr. Rosenberg. Are they represented by any brokerage firm? 

Mr. Fox. We were represented by the Borward County Associa- 
tion, which was composed principally of the bondholders of the bonds 
of our county. They were handled through Welch & Green, of 
Chicago. 

Senator Andrews. Mr. Chairman, the Congressman from Illinois, 
who introduced this bill and got it passed through the House, Mr. 
Reed, would like to make a statement. 

Senator Hughes. Very well. 

STATEMENT OF HON. CHAUNCEY W. REED, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Reed. My name is C. W. Reed; I am a Representative of the 
State of Illinois, a member of the Judiciary Committee of the House of 
Representatives, and the author of this bill. 

Of course, primarily my interest is in the original bill. I do not 
want to make any statement as to the merits of that, because I am 
informed that the junior Senator from Illinois, Mr. Slattery, appeared 
before this subcommittee and made a very concise and thorough 
statement of the object of the bill. 

I am informed, of course, of the proposed amendments by the Sena- 
tors from Florida; and I just wish to state, while taking no side one 
way or the other on those amendments, that the three amendments — 
I think there are three ; one providing for notice ; one including counties 
and parishes under the Municipality Bankruptcy Act; and the third 
extending the act for another 2 years. 
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As a member of the Judiciary Committee of the House, I was also, 
and am now, a member of the subcommittee on bankruptcy in the 
Seventy-fifth Congress consideration of the present Bankruptcy Act. 
The one before had been declared unconstitutional; and the new bill 
was introduced by Representative Willcox of Florida particularly,. 
I presume, to take care of the situation that had arisen in that State. 

When we had that bill under consideration — the bill originally 
included parishes and counties, and we had considerable discussion 
concerning that particular phase of the bill. We were under the 
impression at that time, and it was our opinion — that is, the members 
of the subcommittee — that to leave counties and parishes in the bill 
would, perhaps, jeopardize its constitutionality. I know the members 
of the subcommittee were favorable to having them included; but 
rather than jeopardize the • constitutionality of the bill because of 
the fact that counties and parishes were considered as a subdivision 
of the State, we eliminated them from the bill that passed the House 
and Senate and became law. 

I can see myself, under the recent decisions of the court, that 
perhaps now the inclusion of counties and parishes would not jeop- 
ardize its constitutionality. And simply as an individual, I would 
wish to state to the committee that I have no objection to the inclusion 
of that as an amendment to the bill. 

Whether or not we should extend the time for 2 years is a matter 
of policy for both Houses to determine. 

I can see no objection to the amendment providing for notice. 

That is all I care to say about it, Mr. Chairman. These amend- 
ments are within the sound discretion of this committee. 

I thank you for this opportunity. 

Senator Hughes. I thank you, Congressman. 

There is a letter from Hon. Dewey Short, a Member of Congress 
from Missouri, that I would like to have go in the record. He says: 

Congress of the United States, 

House of Representatives, 
Washington, D. C, July 11, 1939. 
Senator James H. Hughes, 

Chairman, Subcommittee of the Judiciary Committee, 

Senate Office Building, Washington, D. C. 
My Dear Senator Hughes: It has come to my attention that your subcom- 
mittee will hold he* rings tomorrow, July 12, on an amendment to the bill H. R. 
6505, which would extend to counties privilege of action under the Municipal 
Bankruptcy Act. 

I have found that there are a great many people in the State of Missouri who 
are interested in this amendment and who are anxious that this clarifying amend- 
ment be enacted into law. In view of the urgent need for this amendment, I 
sincerely trust that your subcommittee will act favorably when the matter is 
brought up for consideration. 
With kind regards, I am 
Sincerely yours, 

Dewey Short, Member of Congress. 

Senator Andrews. Here is a similar letter from Representative Joe 
Hendricks of Florida, who could not be present. I would like to have 
this go in the record in the same way. 

Senator Hughes. Very well. This is a good place to put it. 

(The letter referred to is as follows:) 
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Congress of the United States, 

House op Representatives, 
Washington, D. C, July 10, 1939. 
Senator James H. Hughes, 

Senate Office Building, 

Washington, D. C. 
Dear Senator: It is my understanding that you are chairman of the subcom- 
mittee of the Senate Committee on the Judiciary which is considering proposed 
amendments introduced by Senators Andrews and Pepper, of Florida, to H. R. 
6505, and that the purpose of these amendments is threefold, namely: 

1. To permit counties and parishes to avail themselves of the provisions of the 
Municipal Bankruptcy Act. 

2. To simplify the procedure for confirming a plan of composition when a plan 
has been voluntarily accepted before the inst tution of bankruptcy proceedings by 
admitting proof of exchange of bonds in substitution for written consents. 

3. To extend the expiration date of the Municipal Bankruptcy Act from June 
30, 1940, to June 30, 1942. 

This will advise that I am familiar with this legislation, which has originated 
largely because of an emergency situation which has developed in Florida^ and I 
am most hopeful that the legislation will be enacted. I urge a favorable report of 
the subcommittee and a speedy handling of the proposed legislation in order that 
the relief may be available before the adjournment of Congress. 

It will be greatly appreciated if you will cause this letter to be filed in the 
records of the committee hearings. 
Respectfully, 

Joe Hendricks. 

Mr. Fox. I am a member of the Board of County Commissioners 
of Broward County. Broward County issued approximately $3,000,- 
000 of bonds in 1935. As I stated a few moments ago, this was accom- 
plished through the Broward County committee, who w^ere composed 
of the people who held most of the bonds of Broward County. We 
have been able to actually exchange already about 91 percent of our 
bonds ; there remain about 9 percent outstanding. Many of these are 
past due. Our interest payment comes due next November 1. 

We will not be able to meet our interest payment and will go into 
default on our refunded bonds, on account of the recent Supreme Court 
decision in Florida that will not permit our refunding-bond interest to 
be paid without paying the interest on all the outstanding bond?; that 
have not been refunded. 

So it is urgent that we get some relief through Congress to force 
these outstanding bondholders into refunding. This will enable us to 
meet our interest payments in November. It will help us also in 
another way — not that so many of them will not come in, but many 
of these people we have not been able to locate. 

When this suit is filed, I understand, and the court decides that this 
is a just plan, we will be able to pay the interest on the refunding 
bonds and not have to hold back and refer to the board of administra- 
tion enough money to pay all outstanding bonds and interest. 

I hope you will see fit to give us a favorable report on this matter, 
as it will be of much importance to our county. 

Senator Andrews. I will present next Mr. J. L. Wells, of High- 
lands County. 

STATEMENT OF J. L. WELLS, HIGHLANDS COUNTY, FLA, 

Mr. Wells. My name is J. L. Wells. I reside in Avon Park, 
Fla., and I am chairman of the Board of County Commissioners of 
Highlands County, Fla. 
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The Board of County Commissioners of Highlands County has 
instructed me to advise this committee that Highlands County 
desires the enactment of the proposed Andrews-Pepper amendment 
to H. R. 6505, and urges speedy consideration of this matter because 
of the emergency which exists in Florida, said emergency having been 
sufficiently stated in the previous hearing on the amendment. 

The particular interest of Highlands County is as follows: 

Highlands County now has outstanding approximately $650,000 
of callable 6-percent refunding bonds. Arrangements have been 
made to offer new bonds bearing 4 percent interest for sale for the 
purpose of refunding the outstanding bonds, and the county is assured 
that credit will be available for the purchase of these bonds, provided 
the fiscal affairs of Florida counties are not seriously disrupted by 
widespread and continuous defaults. The market prospect for 
Florida securities has rapidly improved during the last 4 years, and 
Highlands County desires to throw its unqualified support behind the 
enactment of legislation which will assure a completion of pending 
refinancing operations. 

Credit facilities for Highlands County will necessarily be injured 
through sympathetic market reaction if bonds of Florida counties are 
generally in disrepute because of defaults on securities issued under 
plans of refunding which have progressed by exchanges to the extent 
of about 95 percent. 

I wish to state, Mr. Chairman that we, too, have employed Crum- 
mer & Co. to refund these bonds for us, for the simplicity of the matter. 
Somebody has got to do it. They bear all the expense. And I 
might state that they refunded this first issue for us, although we did 
employ another company to do it and fooled around with them for 
about a year, and did not get anything done; so we got Crummer & 
Co to do it, and if we had not had them do it for us we would have had 
several mandamus suits, which would have made it necessary for us 
to put on such a high purchase rate that nobody could afford to do it; 
and for that reason we had to have somebody do it for us. 

Mr. Rosenberg. Under that refunding project which you put in the 
hands of Crummer & Co., were the bondholders required to pay a fee 
for each bond, or did the county pay it? 

Mr. Wells. The county paid it, I think. 

Mr. Rosenberg. That is the distinction, I think, Mr. Chairman, 
and that is what we object to in the present project. 

Senator Hughes. You do not object to the county paying it, but 
you do object to their placing it on your client? 

Mr. Rosenberg. Yes; I do not think the bondholders should be 
called upon to bear that burden. 

Senator Andrews. I will next present State Senator H C. Tillman, 
of Florida. 

STATEMENT OF H. C. TILLMAN, HILLSBOROUGH COUNTY, FLA. 

Mr. Tillman. My name is H. C. Tillman. I represent Hills- 
borough County, which is the third largest county in the State. We 
have not had any trouble with our county-wide bonds; but we have 
in our county seven separate road and bridge districts. Those road 
and bridge districts cover the county. 

The big help that these amendments would be to us would be in 
allowing us to prove consent by proving that these bonds have been 
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refunded about 80 percent; so that we would not have to go to the 
expense now of doing all over again what we have already done in 
getting the holders of these bonds to refund them. 

Senator Hughes. You have done that as to some of the bonds? 

Mr. Tillman. Yes, sir; we have agreed with them, and they have 
their refunding bonds. 

Senator Hughes. And you want to prove their consent by their 
having accepted those bonds? 

Mr. Tillman. Yes, sir. And this would mean a great help to us. 
Of course, under our refunding contract with our bondholders, if we 
default on our interest on our refunding bonds and our interest on 
them of 4 percent, the interest goes back to 6 percent; so that it means 
the difference, if we complete our refunding, between 4 and 6 percent 
on $6,000,000 worth of these district bonds, which means $120,000. 

We went into this very carefully and made a careful survey of our 
situation; and we figured that those districts can and will pay 4 percent, 
and that is just as much as they can pay; and if you levy more than 
that you are simply driving them off the tax books, simply through 
the failure of the people to pay the tax, because they are not able. 

With reference to the other counties, there are some of them that 
cannot do anything, unless they get this legislation to allow them 
to take advantage of this act. 

Are there any questions? 

Mr. Rosenberg. No. 

Senator Hughes. Thank you. 

Senator Andrews. Mr. Conely wanted to make a further state- 
ment. 

Mr. Conely. I do not want to take very much time, Mr. Chairman; 
but I want to clarify one thing for the opposition. I believe you 
stated awhile ago that you did not object to the county bearing the 
expense of refunding, but you did not want it put on the bondholders. 

For the sake of the record, I want to say that wherever the counties 
are able to do so, it was done at their own expense; but in getting the 
consent of the bondholders it would be just like any other bankruptcy 
proceeding; and we have found it absolutely necessary to employ 
some agency to bring together these several bondholders, because 
they are scattered throughout the world, or this country, at least; 
and to do it by the clerk of the court, or by one person employed by 
the agency, we would never get anywhere. These people we have 
employed are organized for the purpose of getting the bondholders 
together to carry on some plan. 

And I merely want to put that in the record to show why we think 
it necessary that such an agency be employed. 

Senator Andrews. Is it not usual to employ such an agency? 

Mr. Conely. Yes, sir; it is. 

Mr. Tillman. You might add that in the case of Monroe County, 
the situation was worse than anywhere else in Florida — or in the 
United States; so much so that Senator Andrews knows that the 
rehabilitation of Key West was practically a Government under- 
taking for awhile. 

Senator Andrews. It is yet. 

Mr. Tillman. It is yet. 

Mr. Rosenberg. May I ask a question? Of this $50,000 which it 
is estimated that Crummer & Co. will receive as a fee, how much of 
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an expense do they have, do you know? In other words, perhaps that 
amount is not entirely profit? 

Mr. Tillman. No, sir; not anything like it. 

Mr. Rosenberg. Then, we will say, half of it. Do you mean to 
day that your county could not stand that? 

Mr. Tillman. My county does. 

Mr. Rosenberg. Well, I mean Monroe County. 

Mr. Tillman. Monroe County was so far down the line that the 
city government failed, the county government failed, to perform its 
function in its governmental capacity, and it was taken over by the 
W. P. A. and was rehabilitated. Monroe County was in terrible 
condition. They had a hurricane, and they had the naval base 
moved away; and some of the factories moved away, and it was in 
terrible shape. It is just an island right off the tip end of the United 
States. 

Senator Hughes. Key West? 

Mr. Tillman. Yes; Key West. 

Mr. Rosenberg. Could not Monroe County, or any other county, 
notify these bondholders and say: "There will be an expense incident 
to this reorganization which we are unable to pay. It will cost the 
county so much and will be prorated so much/' Would not that be 
the proper way, instead of going to a brokerage firm which is getting 
a profit? 

Mr. Tillman. If you did try to get in touch with the bondholders 
of a taxing district ; and if you could get bondholders of any taxing 
district across the table, you would not have any trouble; but you 
have to go out and contact these people, and it will cost a lot. 

Mr. Rosenberg. One witness says the county does that, and does 
not call on the bondholders? 

Mr. Tillman. It is six of one and half a dozen of the other. If 
you did it in Monroe County, you would pay 3 percent instead 
of 2%. 

Mr. Conely. For Okeechobee County, we have tried from 1932 
until 1937 to contact the bondholders of our county. We have been 
unable to do so; and of those we did contact, almost every one had 
a different plan; and we found it necessary to employ a fiscal agent 
to bring those people together on some plan that could be adopted. 

Senator Andrews. Is there anyone else present who has anything 
to present? 

Mr. Treadwell. I would like to make a further statement. It is 
my understanding that, of all the counties of the State that were 
refunded, all but three employed a fiscal agent; and in two of the 
counties they paid — I think in your county, Mr. Fox? 

Mr. Fox. We had a bondholders' committee. 

Mr. Treadwell. And that bondholders' committee received so 
much for each bond refunded. I do not know of but one county in 
the State that actually handled its refunding loan; and that was 
done by the county attorney; and that was Marion County, Fla.; 
and he made the fees instead of the fiscal agent; and they have not 
completed their refunding yet. 

Senator Hughes. Senator Andrews, have you some more witnesses? 

Senator Andrews. There is no one else, I believe. Senator Pepper 
could not be here. He is in Florida^ on account of the death of a 
friend of his. 
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Senator Hughes. Have you any statement to make yourself? 

Senator Andrews. I have no statement to make further than 
that I made at the former hearing. 

Senator Hughes. I believe we have heard all who want to be 
heard on this matter. If that is true, we will close the hearings. 

Senator Andrews. Does any one else want to be heard? 

Of course, we would like to have early action on this, Mr. Chairman, 
because adjournment is close. And these counties are in a very 
serious condition. And by granting this process offered by this 
amendment, they will be able to function, and will undoubtedly get 
back on their feet. I believe there are 25 counties which are in bad 
condition — and a condition that they did not bring on themselves. 
It is a condition that struck the whole country. 

Senator Hughes. I understand this affects 25 counties? 

Senator Andrews. Yes. 

Senator Hughes. How many towns and municipalities? 

Senator Andrews. There are 67 counties in the State. 

Senator Hughes. No; how many towns and cities outside of the 
counties? 

Senator Andrews. I do not know that. 

Mr. Tillman. I imagine an equal number, at least. 

Senator Hughes. And how many districts? 

Senator Andrews. There are road districts, and the school dis- 
tricts I am not sure about; they are under a constitutional amend- 
ment; you could hardly count those in. There are drainage districts 
and road districts. 

Senator Hughes. As I understand, these amendments give the 
relief you need, Mr. Tillman? 

Mr. Tillman. Yes, sir. 

Mr. Conely. Mr. Chairman, one more word and I am through. 
In connection with the many municipalities throughout the State and 
the different road and bridge districts and other districts, unless, in 
many instances, the counties are permitted to take advantage of the 
Bankruptcy Act, as these other units are permitted to do, it is useless 
for them to participate. 

I want to point that out, because the tax would be so high for the 
county tax that the cities would say, "What is the reason for refinanc- 
ing our debt, when they could come in here and put a levy on us that 
would be prohibitive." 

Senator Hughes. Have you anything else to submit, Mr. Rosen- 
berg? 

Mr. Rosenberg. I have just one statement. We are told by Mr. 
Reed, who introduced this bill in the House, that as a member of the 
original committee which reported the bankruptcy law, they excluded 
counties on account of the question of constitutionality. 

Senator Hughes. Counties and parishes? 

Mr. Rosenberg. Yes. And if that be so, I would ask whether it 
would be safe for the subcommittee to recommend their inclusion under 
the present circumstances. 

Mr. Tillman. He stated that on account of recent decisions of the 
United States Supreme Court, he is no longer afraid of that particular 
trouble. 

Senator Andrews. Mr. Chairman, a brief was filed in the original 
hearing, covering the legal phase of this amendment. 
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Senator Hughes. Yes. 

Before the hearings are closed, I have here letters from John E. 
Morris, attorney for county commissioners, Broward County, Fla., 
Fort Lauderdale; and Fred R. Wilson, city attorney of Sanford, Fla. 
These letters will be inserted in the record of this hearings. 

(The letters referred to are as follows:) 

Board of County Commissioners, 

Broward County, 
Fort Lauderdale, Fla., July 10, 1939. 
Hon. James H. Hughes, 

United States Senator, Washington, D. C. 

Dear Senator: It is the writer's information that you are the chairman or 
member of the subcommittee which is holding a hearing at 2 o'clock Wednesday, 
the 12th instant, on the Andrews- Pepper amendment No. 6505 of the bankruptcy 
law of 1898. As attorney representing the governing body of Broward County, 
Fla., I am very much concerned that the amendment be enacted into law at this 
session of Congress, if possible. It so happens that on the area of Broward 
County there is probably now outstanding twenty-odd million dollars of bonded 
debt. Several of the taxing units within the county's boundaries have refunded 
their bonds. The county has refunded its bonds. However, we find that holders 
of some 10 or 12 percent of the original bonds refuse to go into the refunding 
agreement and are requiring levies of special millages for the retirement of these 
obligations, as a result of which noncooperating bondholders will in all probability 
cause a default on the refunding issues. 

The population and improved area of Broward County consists of a strip of 
land on the Atlantic Ocean some 25 miles in length, extending westward from 
the water front of some 10 to 20 miles. The population of the county, according 
to the last census of 1935, is about 23,000. The tax poll was about $5,000,000 
last year. 

The holders of these unexchanged bonds have placed a nuisance value on their 
holdings of some 12 or 15 points above the market that is now being maintained 
on the refunding bonds. 

The enactment of the proposed amendment into law would place Broward 
County as a taxing unit in position to negotiate with its noncooperative bond- 
holders to the end that the county debt will be put in such status as that the 
county in all probability will be able to regularly meet and discharge the ma- 
turities of the refunding issues. Without the support which the amendment will 
give to the county in this particular instance, will in all probability result in a 
default as stated above. 

The writer hopes that you can see your way clear to support the passage of 
the amendment. We trust that Hon. Dwight L. Rogers, of the Fort Lauderdale 
bar, and the senior member of our firm will be able to appear before your com- 
mittee on Wednesday. Because of other engagements which may defeat his 
attending the hearing, I am taking the liberty of writing this letter on the subject. 
Respectfully yours, 

Jno. E. Morris. 



City of Sanford, Fla. 
commission — manager plan 



July 10, 1939. 



Re proposed amendment to Municipal Bankruptcy Act. 

Hon. James H. Hughes, 

United States Senate, Washington, D. C. 

My Dear Sir: I am informed that you are interested in the above matter as 
chairman or member of the committee having the same under consideration, and 
I take the liberty of writing you in regard thereto, since the city of Sanford, 
Fla., now has a proceeding pending in the United States district court under 
the amendment of June 22, 1938. 

I am not familiar with the reasons advanced for the passage of the act which 
appears to have been passed by the House of Representatives on June 5 last, 
which act I understand was introduced by a member from the State of Illinois, 
and which would enable taxing units in that State to handle a situation peculiar 
to them, but my city is particularly interested in two of the proposed amendments 
offered in the Senate by Senator Andrews for himself and Senator Pepper. 
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Our city is, of course, only indirectly interested in the v amendment to make 
county and parishes eligible to file a petition in bankruptcy. I do not know why 
these taxing units were omitted from the amendment August 16, 1937, but many 
counties in the State of Florida, and I am sure counties in many other States 
of the Union, have found themselves indebted far beyond their ability to pay 
in full and, in my judgment, should be entitled to take advantage of the Bank- 
ruptcy Act. 

As you are aware, the addition of subsection J to section 83 of the Bankruptcy 
Act was for the purpose of enabling taxing units which had partially refunded 
their indebtedness to complete their program through the bankruptcy courts. 
This subsection provided that the written consents of the holders of securities 
outstanding as the result of the partial completion of any plan of composition 
should be included among the required percentage of creditors affected by the 
plan. This rendered it necessary for the taxing units which had partially com- 
pleted a refunding program or plan of composition to procure the written con- 
sents of the holders of refunding bonds. This, in our own case, required 7 or 8 
months time and an expense of more than $1,000. To ask the holders of refund- 
ing bonds to consent to the plan of composition or refunding program was, of 
course, equivalent to asking them to consent to something they had already con- 
sented to by accepting refunding bonds, and naturally many of them were hesitant 
to do so or were not interested in signing the consents. 

One of the amendments submitted by Messrs. Andrews and Pepper would 
obviate both the delay and expense of obtaining written consents of the holders 
of refunding bonds. This amendment would only require proof of delivery of the 
refunding bonds. While the city of Sanford and perhaps other municipal corpo- 
rations have already incurred expenses in obtaining the consents of the holders 
of refunding bonds, this amendment would be of great benefit to taxing units 
which have partially completed a refunding program but have not yet filed a peti- 
tion in bankruptcy under the amendment of June 22, 1938. 

The third proposed amendment offered by Senators Andrews and Pepper to 
subsection J of section 83 of the act, which would prever t objecting creditors from 
defeating a refunding program, on the technical ground of a variance between the 
plan submitted and the original plan partially completed, and in my judgment is 
a worth while amendment and should be passed. 

I think if the proposed amendments are recommended by the committee a sen- 
tence should be added making them applicable to proceedings both now and here- 
after pending, in order that there may be no doubt about the right of taxing units 
which here heretofore tiled petitions in bankruptcy to take advantage of them. 

If you feel that my views will be of interest to the committee, I will be glad to 
have you file this letter for their information. 

Thanking you, I am, 
Yours very truly, 

Fred R. Wilson, City Attorney. 

Senator Hughes. If there are no further witnesses, the hearing is 
closed. 

(Thereupon, at 4 p. m., the hearing was closed). 
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